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“pursue Excellence, Enhance Value” has
always been the GI;OU}‘)'S operating
ghiiesopny \*‘Jhedmr itis for our toli road
operations or other ancillary businesses,
we adhere to such a motto and wili never
cease to improve the managemeant of our Vx
core businesses and our cor ,é orats
governance. We aim to excei in every
business that we are in, 50 35 1o enhanas
shareholder value and to contribute cw
hest to our cuﬁomﬁ:s business partnzs,

empl Q/ees and the society.
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Zhejiang Expressway Co., Ltd. is an infrastructure company principally engaged In
investing in, constructing and managing high grade rcads. The Company and its
subsidiaries also carry out certain ancillary businesses such as automobile servicing
and the operations of gas stations and bill board advertising along expressways.

The Company was incorporated on March 1, 1997 as the main vehicle of the Zhejiang
Provincial Government for investing in, constructing and operating expressways and
class 1 roads in Zhejiang Province.

The H Shares of the Company, which represent approximately 33% of the issued
share capital of the Company, were listed on the Hong Kong Stock Exchange in May
1997, and subsequently obtained a secondary listing on the London Stock Exchange
Limited in May 2000.

While the Company will keep its foothold on the toll road sector and will continue to
search for investment opportunities in the sector, it has also begun to seek investment
opportunities in other infrastructure sectors such as water and gas supply networks
as well as port and wharf facilities in line with the Company’s vision of becoming a
leading Chinese infrastructure investment company and its uitimate objective of
maximizing shareholder value.

Set out below is the corporate and business structure of the Company and its
subsidiaries, as well as associates and a jointly-controlied entity.

Advertising Co Gacmng'cérf

Processing Jiaxing Yuhang | Hangzhou Operation of
and sale of Section Section Section HBS,QZ'LOOU - Shangsan gas stations; Development, ngelopmem
. stones and Ing and sale of operation, and and application
Advertising stone 88.1 km 1.3 km 3.4km Expressway Expressway petroleum management of computer
related 145.0 km 142.0 km related Shida Road technologies
products products
Shanghai - Hangzhou Expressway
102.6 km
supsidiaf
— —— — assoctated
— o — — jontty-controlled entity

*  Upon completion of relevant legal procedures, Huajian will become a shareholder of the
Company with 11% interest in the issued share capital of the Company. Provincial
Investment Co’ s interest in the issued share capital of the Company will be reduced to
56%.




Definition of Terms

Advertising Co

A Shares

Board

Company

CSRC

Domestic Shares

Gaotong Co

GDP
Group

H Shares

Hong Kong Stock Exchange

Huajian

Jiaxing Co

JoinHands Technology

Listing Rules

Petroleum Co

PRC

Provincial Investment Co

RMB

Shangsan Co

Shida Co

Supervisory Committee

Yuhang Co

Zhejiang Expressway Advertising Co., Ltd., a 70% owned
subsidiary of the Company

the domestic ordinary shares of RMB1.00 each in the share capital
of the Company proposed to be issued by the Company

the board of directors of the Company

Zhejiang Expressway Co., Ltd., a joint stock limited company
incorporated in the PRC with limited liability on March 1, 1997

China Securities Regulatory Commission

shares of nominal value of RMB1.00 each in the share capital of
the Company, subscribed for in Renminbi

Zhejiang Gaotong Stone Development Co., Ltd., an 80% owned
subsidiary of the Company

gross domestic product
the Company and its subsidiaries

the overseas listed foreign shares of RMB1.00 each in the share
capital of the Company which are listed on the Hong Kong Stock
Exchange and traded in Hong Kong dollars

The Stock Exchange of Hong Kong Limited

Huajian Transportation Economic Development Center, a state-
owned enterprise

Zhejiang liaxing Expressway Co., Ltd., an 84.2% owned
subsidiary of the Company

JoinHands Technology Co., Ltd., 2 30% owned associate of the
Company

the Rules Governing the Listing of Securities on the Hong Kong
Stock Exchange

Zhejiang Expressway Petroleum Development Co., Ltd., a 50%
owned associate of the Company

the People’s Republic of China

Zhejiang Provincial High Class Highway Investment Co., Ltd,, a
state-owned enterprise

Renminbi, the lawful currency of the PRC

Zhejiang Shangsan Expressway Co., Ltd., a 61% owned subsidiary
of the Company

Hangzhou Shida Highway Co., Ltd., a 50% jointly-controlled
entity of the Company

the supervisory committee of the Company

Zhejiang Yuhang Expressway Co., Ltd., a 51% owned subsidiary
of the Company




MaJor CorPORATE EVENTS

February 23, 2000

Annual results for 1999 were announced in Hong Kong.

February 28, 2000
An extraordinary general meeting was held in MHangzhou to elect a new session of

Directors and Supervisors; an Audit Committee was established under the Board.

March, 2000
The Company continued to be enlisted as a constituent stock in Morgan Stanley

Capital International’s China Free Index.

. . April 6, 2000

The Company acquired a 30% ownership interest in JoinHands Technology.

May 5, 2000
The H Shares were admitted to the Official List of the UK Listing Authority and to

trading on the London Stock Exchange Limited.

May 25, 2000

The 1999 annual general meeting was convened.

July 18, 2000
The Ministry of Foreign Trade and Economic Cooperation of the PRC issued its approval
to change the Company’s status from being a joint stock company with limited liabilities

. . toa foreign-invested joint stock company with limited liabilities.

September 25, 2000

The Company acquired a further 6% ownership interest in Shangsan Co.

December, 2000

In the 2000 Reuters Survey of Global Emerging Markets conducted by Tempest
Consultants Limited, the-Company was ranked second by brokerage analysts in
transparency and quality of reporting and disclosure among listed companies in the

Emerging Markets in Asia.

December 26, 2000
The Shangsan Expressway, totaling 142 km in length, was completed and formally

opened to traffic and began toll collection.




December 28, 2000

Provincial Investment Co transferred 476,760,000 state-owned shares representing

approximately 11% of the issued share capital of the Company originally held by
provincial Investment Co to Huajian. However, according to relevant PRC laws, legal
procedures in relation to the above share transfer were not completed as of December

31, 2000.

January 4, 2001

The China Classification Society Quality Assurance Ltd. certified the quality system of
the Company in expressway management as conforming to Quality Standard GB/
TI9002-1994 idt 1ISO9002: 1894,

January 8, 2001

The Company announced the proposal to issue not more than 300 million A Shares

and the proposed acquisition of a further 18.4% ownership interest in Shangsan Co.




FiNANCIAL AND OPERATING HIGHLIGHTS

Results

Turnover 463,692 655,069 1,050,498 1,188,604
Profit Before Tax 372,226 547,100 706,552 879,752
Tax (58,639) (73,795) {71.810) (186,391)
Minority Interests (17,255) (68,914) (86,431) (57.360)

Net Profit From Ordinary Activities
Attributable To Shareholders 296,332 404,391 548,311 636,001

Earnings Per Share (EPS) 7.77 cents  9.31 cents 12.62 cents 14.64 cents

Return on Equity (ROE)

ROE 3.61% 4.97% 6.50% 7.35%

Monthly Average Daily Full Trip Traffic Volume of Shanghai-Hangzhou-Ningbo

Expressway
®
January 9,881 12,559 17,125 17,290
February 9,683 11,688 13,853 18,450
March 11,096 13,686 18,082 —
| April 12,159 15,061 19,458 —
 May 11,485 14,474 19,061 —
June 11,264 14,066 17,496 —
July 11,004 14,546 17,058 —
| August 11,115 15,204 17,738 —
September 12,448 16,610 18,750 —
¢ Qctober 12,710 17,012 18,300 —
' November 13,028 16744 18,155 —
. December 13424 1638 17,990 —
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to further develop ancillary
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inesses and gradually expand into other

infrastructure sectors.”

“We emphasize
operations, an

bus




The Group achieved steady growth in its
2000 operating results. | am pleased to note
that this is the fourth consecutive year of
growth since the listing of the H Shares on

the Hong Kong Stock Exchange in May 1997,

The achievement is a reflection of the
continued economic developments in the
region where the Company operates. It is also
a reflection of the diligence and efforts of the
Company’s management and employees. It is
mainly due to these two factors that the
Company was able to achieve all-round

progress during the past year.




* Steady corporate strategy

The growth in 2000 was also a result of the Company’s adherence to a steady
corporate strategy. We emphasize the focus on tolf road operations, and on the
premise of consolidating our core business operations, we aim to further develop
ancillary business and gradually expand into other infrastructure sectors. We set
| out strict criteria on returns and risks when choosing investment projects, and

require these projects to be in line with the Company’s long term growth strategy.

- Focusing on core business operation

The most important part of the Company’s corporate strategy is its focus

on developing the toll road business. Currently, 97.3% of the Company's
turnover is attributable to the Company’s core business of toli road
operations. The business provides strong positive‘cash inflows to the

Company, and serves as a solid foundation for the Company’s growth.

The toll road business is a relatively new industry, in which we strive to
become a leader. In order to enhance the Company’s core competence in
the toll road business, we adhere to the operating tenet of “pursue
i excellence”, and continuously improve our key operations. We have
i established a quality assurance system which focuses on customers and
! have upgraded our toll collection system and maintenance technigues,

enabling us to provide faster and more convenient service to our customers.

We have also expanded the Company’s asset base and profitabiﬁty through

acquisition of additional interests in our existing expressways.

i - Expanding ancillary businesses

1 The expansion of ancillary businesses can increase the value of toll roads. In
addition to enjoying steady returns as evidenced from the petroleum
| business, the Group also excels in this regard, as evidenced by the 175%

growth in the operation of its advertising business along its expressways.




- Looking into other infrastructure sectors

In order for the Company to become a leading infrastructure company in
the PRC by 2010, we must be well informed of the developments in the
infrastructure sector outside of toll road operations. We have begun research
" “into this area which | believe is a necessary step before we expand into a

.. .-new business arena.

LHET - An‘economy in transition

. We are in the era of a changing economy, which is undergoing a transition from
a “planned economy” t0 a “market economy”, and from a “traditional economy”
to a “new economy” . The most obvious characteristic of an economy in transition
is the acceleration of changes, even to the extent of affecting people’s value

systems.

The fact is that “change” is the only thing that will never change. The key is not
whether to change or not, but how to manage change. We believe this means
managing risks and grasping opportunities. While trying to minimize uncertainties,
what we ought to do is to seize development opportunities and continuously

provide value and good return to our shareholders.
* Continuously improving corporate governance

‘ In order to ensure the Company’s strategy always stays on the right track, and
that it sustains its excellent performance, the Company is committed to

continuously improving its corporate governance.

As an important part and basis of improving its corporate governance, the second
session of the Board and Supervisory Committee increased the number of non-

executive and independent members. The profiles of the members of the Board

and Supervisory Committee are provided on pages 34 to 39.




HAIRMAN S DTATEMENT (cont'd)

In addition, two sub-committees were formed under the Board in 2000. One is

the Audit Committee, comprising five non-executive Directors, the other is the

strategic development committee comprising four executive Directors.

We believe that the increase in these non-executive and independent members,
as well as the setting up of the two sub-committees, will help us to make wiser

strategic decisions and enhance internal controlis.

What is worth mentioning is that two overseas investment funds have‘?each
invested in more than 10% of the Company’'s H Shares, thus becoming major
overseas shareholders of the Company. We are very pleased with this
development, and welcome more value-based long-term investors to become
our shareholders. In addition, as a result of a transfer of state-owned shares,
Huajian will become the Company’s second largest shareholder. We believe that
the joining of overseas institutional investors as well as Huajian as our major
shareholders will provide further impetus to our efforts in improving corporate

governance.

We are confident that we can de better in corporate governance, and will carry

out the foliowing two initiatives in addition to the above:

1. To use strategies such as salary, bonus and long-term motivation schemes

to align the interest of the management with that of our shareholders; and

2. Togradually improve the Company’s organization structure to closely monitor

the strategic decisions made by the top managemeht.
Corporate culture

The Company promotes a corporate culture of “harmony and openness”, because
we believe a corporate culture like this is beneficial to our customers, employees,‘
shareholders and the society at large. In particular, we encourage employees to
work in a harmonious and open atmosphere, continuously learning new

knowledge and techniques. indeed, our staff have demonstrated team spirit

while working diligently. We also welcome capable individuals to join our team.




Furthermore, the Company continues to improve corporate transparency,

maintaining an open channel of communication with investors and shareholders.
This is also an extension of the Company’s corporate culture of “harmony and

openness”.

Outlook

The Group’s growth will come from the organic growth of its expressway assets
such as the Shanghai-Hangzhou-Ningbo Expressway, as well as from the addition
of more value-added projects. In the next few years, along with the deepening
of the PRC’s reforms, taking advantage of the PRC's imminent accession to the
World Trade Organization and the Company’s research into other sectors of
infrastructure, we will seize more expansion opportunities, providing higher

growth and creating more value to our shareholders.
Appreciation
Finally, | would like to thank every employee of the Group for their hard work

during the past year, and to extend my sincere gratitude toward Mr. Ying Shudeng

and Mr. Xu Yikuang, who have retired from their positions of Directors, for their

invaluable contribution during the Company’s establishment and development.




“The Company initiated a campaign to

establish a service quality assurance system

covering all aspects of expressway

management... aimed at improving the
quality of service on the expressways
operated by the Group and establishing the

Company as a leading toll road operator.”




BUSINESS REVIEW

In 2000, relying mainty upon organic growth
in traffic volume and expanded operations in
ancillary businesses, the Group achieved solid
growth in both revenue and net profit, which
increased by 13.1% and 16.0% over that of
1999 to RMB1,188.6 million and RMB636.0

million, respectively.

Income generated from the core business
operation of toll roads continued to constitute
the dominant share of overall revenue, which
grew by 12.1% over that of 1999 to reach
approximately RMB1,219.7 million, whilst
contribution from certain ancillary businesses
such as road-side advertising demonstrated

outstanding growth potential. -




V ANAGEMENT DISCUSSION AND ANALYSIS

The Operating Environment

Three years after a financial crisis had swept through Asia, the PRC economy
successfully achieved a turnaround in 2000 with a GDP growth rate of 8.0%. Once
again, taking advantage of its strategic location and well-diversified economic
structure, Zhejiang Province outpaced the national average GDP growth rate by three
percentage peints, making it one of the most economically dynamic provinces in the

East Coast region of the PRC.

GDP Growth Rate: PRC vs Zhejiang

Growth %
14~

127
=

2000 8,940 8.0 603 11.0
f E 1999 8,191 7.1 537 10.0
T T T T T 1998 7,835 7.8 499 101
‘_L‘!‘BQS 19‘97"“‘:99 ‘_‘199 ‘—3060’, : 1997 7 446 8 8 464 } ‘1 1
T PRC GDP Growth ; : ) '
- Zhejiang Province GDP Growth ‘| 996 6,789 96 41 5 1 27
Zhejiang Province is one of the leading provinces with the most active non state-
owned primary industries in the country, most of which are small enterprises capable
of adapting quickly to changing markets.
. ; Composition of Value-added Primary Industry in Zhejiang Province

Total Qutput of state-owned Enterprise vs Non state-
owned Enterprise in Primary industry in 1999

19.5%
RMB24,155mn
e

State-owned 24,155 19.5 2.3
Non state-owned ' 102,620 80.5 +2.3

80.5%
RMB102,620mn

]
2 State-owned O Non state-owned |

A




Economic Performance of East Coast Cities and Provinces in 2000

t

shandong Province 766,210 10.1 8673 |
Jiangsu Province 769,782 10.1 10,665
shanghai 403,496 10.2 30,805
Zhejiang Province 536,489 100 12,037
Fujian Province 355,024 10.0 10,797 |
. Guangdong Province 846,431 8.5 11,728

Accompanying the country’s economic growth was the rapid expansion of its
expressway network. Over the past five years, total mileage of expressways constructed
in the PRC grew by 647% to reach approximately 16,000km, the third largest
expressway network in the world after the United States and Canada. During the
same period, total mileage of expressways constructed in Zhejiang Province reached

approximately 627km, of which the Group operates approximately 390km.

Cumulative Mileage of Expressways in Zhejiang Province

. Mileage (km) 158 168 344 392 627 770* 1,310*
*  Forecast figures

The rapid development of the expressway network in the PRC over the past five years
contributed to increased proportions of passenger and freight transport carried by
expressways. This in turn created even more demand for expressways, which are

Increasingly the preferred choice of transport by offering not only more convenient,

but also faster and safer services compared to other modes of transportation. \

i
|
[




Heavy Reliance on the Road Transportation

Passenger Transport
7.18% 137%

~.

91.01%

Freight Transport

8.87% 0.01%
12.93%

76.62%

Roads

Railways

[N

Waterways Civil aviation

MANAGEMENT DISCUSSION AND ANALYSIS (conta)

Proportion of Passenger and Freight Transport among Various Modes of

Transportation in 1999

Roads 91.01% 76.62%
Railways 7.18% 12.93%
Waterways v 1.37% 8.87%
Civil aviation 0.44% 0.01%
Total 100% 88.43%

In parallel with strong economic growth and an increasingly refined road network,
ownership of civil vehicles including cars, buses and trucks in the PRC jumped from
11 million in 1996 to 16 million in 2000. Demand for civil vehicles in 2001 is estimated
to reach 2.37 million, a substantial amount of which is expected to come from the

increasing demand for private vehicle ownership.

Number of Civil Vehicles in the PRC

Number of vehicles (‘000) 11,000 12,190 13,190 14,530 15,800

The combination of rapid growth in the economy and vehicle ownership, together

with an increasingly refined expressway network, has created a favorable environment

for the Group’s core business of toll road operations.




Analysis of Business Operations

7oll Road Operations

During the year under review, toll income for the Group reached approximately
rRMB1,219.7 million, representing an increase of approximately 12.1% over that of
1999, Contributions from Shanghai-Hangzhou-Ningbo Expressway (comprising Jiaxing
Section, Yuhang Section and Hangzhou Section of the Shanghai-Hangzhou

Expressway, and the Hangzhou-Ningbo Expressway) and Shangsan Expressway

. respectively, were as follows:

Shanghai-Hangzhou Expressway Growth in Toll Road Operations

Toll Income
Jiaxing Section 389,570 31.9 +252 (RMEmilion
Yuhang Section 101,323 8.3 +24.1 L
Hangzhou Section 31,090 25 - 4202 o :
Hangzhou-Ningbo Expressway 659,489 54.2 +18.6 N I ]
8 v
Shangsan Expressway 38,200 3.1 N/A* — —
600 d ;
! |
400 3 ‘
Total 1,219,672 100.00 — , :
200 f :
° =
) 1999 2000
*  for details please see the section beaded “Shangsan Expressway” befow, @ Jiaxing Section

= Yuhang Section

& Hangzhou Section

Z Hangzhou-Ningbo Expressway

< Phase | of Shangsan Expressway
Z Yuhang East Connecting Road
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Shanghai-Hangzhou-Ningbo Expressway

The Shanghai-Hangzhou-Ningbo Expressway (Zhejiang section), totaling 248km in
length, became fully operational in December 1998. With 20 toll stations and three
service areas, it is the only expressway directly linking the three major cities of Shanghai,
Hangzhou and Ningbo along the East Coast of China, forming part of the twelve

“National Trunk Roads” planned by the central government.

Since the completion of the entire Shanghai-Hangzhou-Ningbo Expressway, the
aconomic significance of the expressway to the surrounding region has become
increasingly apparent. During the first ten months of 2000, contracted foreign
investment in the cities and counties along the expressway amounted to 89% of the -

total contracted foreign investment in Zhejiang Province during the same period.

The importance of the Shanghai-Hangzhou-Ningbo Expressway in Zhejiang Province
is further reflected by the outstanding growth of its traffic volume during 2000,
which grew by approximately 20% on average over that of 1999, details of which

are shown below:




'
i

Monthly Average Daily Full Trip Traffic Volume in 2000 | Daily Traffic Volume of Shanghai-
Hangzhou-Ningbo Expressway

Fult trips
21,000 -

19,000 -
17.000 -
15,000 -
13.000 -!
11,000 -

9,000 —;

january 29133 37.04 28469 3392 15389 5160 17,025 2887
‘ February 22,382 1947 21,845 1842 12771 2061 13,693 1718
March 31378 2803 30534 2822 16583 3613 17,719 30.34
april 33914 2659 3299 2631 18258 3156 18801 283!
May 33,012 2944 32186 2909 18173 3540 18254 29.96
June 30554 2708 29677 2645 16619 2777 16779 2204
July 30279 2381 29426 2312 15550 1918 16,096  15.07
August 31,861 2460 30977 2389 17410 19.89 16,576 1343 ;
September 34640 2348 33548 2241 17,708 1356 17,864 10.81
Cctober 3309 1261 32233 1160 17679 935 17248 572 1
November 33180 1484 32326 1386 17642 1445 17014 394
December 33,045 1812 32123 1859 17474 1750 16854 420 ;
|
. Average 31403 2329 30559 2257 16869 2348 17,005 1741 w
!

The growth trend in traffic volume throughout the year was fairly consistent with |
those of previous years. However, the percentage of growth during the second half
of the year was substantially less than average. This was mainly due to the temporary
closure of certain sections of parallel national roads for maintenance and renovations

during the second half of 1993, which continued into the first half of 2000.

The temporary closure diverted additional traffic onto parailel sections Qf the Shanghai-
Hangzhou-Ningbo Expressway, resulting in a higher basis of comparison in traffic

volume for the second half of 2000. In addition, the occurrence of heavy fog in the

fourth quarter of the year forced the expressway to be closed on several occasions,

further curbing traffic volume growth.

?




As the above special circumstances were short-term, the slowdown in traffic volume

growth during the second half of 2000 is not expected to continue into 2001.

A toll rate adjustment took place on July 1, 1999, which increased distance-based
mileage fees for Class 1 vehicles from 40cents per vehicle per km to 45cents per
vehicle per km, resulting in an overall increase in toll charges by approximately 5%.
The current toll rates and corresponding percentage of the various classes of vehicles

traveling on the Shanghai-Hangzhou-Ningbo Expressway are as follows:

1 Cars, vans and trucks of 2 tons or less 5.00 0.45 65.93
2 Buses and trucks of over 2 tons

but not more than 5 tons 10.00 0.80 3.53
3 Minibus and trucks of over 5 tons

but not more than 10 tons 15.00 1.20 9.3
4 Trucks of over 10 tons but not

more than 20 tons 20.00 1.60 1.12
5 Trucks over 20 tons 25.00 200 0.12

Of the RMB1,181.5 million toll income collected on the Shanghai-Hangzhou-Ningbo

Expressway in 2000, 14.5% was attributable to entrance fees.

Shangsan Expressway

The Shangsan Expressway (formerly known as the Shangyu-Sanmen Road) is a 142km
four-lane expressway connecting the Hangzhou-Ningbo Expressway and the Ningbo-
Taizhou-Wenzhou Expressway. It runs from Guzhu Interchange on the Hangzhou-
Ningbo Expressway at the northern end to Wuao Interchange on the Ningbo-Taizhou-
Wenzhou Expressway at the southern end, with a total of 11 toll stations and three

service areas situated in between.




P

The construction of the Shangsan Expressway was divided into two phases. Phase 1,
consisting of four short sections in Shangyu, Shenzhou, Xinchang and Tiantai with a
total length of 37.5 km, has been operational since February 1997 whilst the

construction of Phase 2 commenced in February 1998.

Due to the construction of Phase 2, Phase 1 had been only partially operational since
january 2000, until the entire Phase 1 ceased toll collection in August. Average daily
traffic volume in full trips during the period of partial operation was 6,699, representing
a decrease of 7.9% over the datly average in 1999. The entire Shangsan Expressway

was completed and formally opened to traffic and started toll collection on December

. 26, 2000.

In the concession agreement in relation to the Shangsan Expressway entered into | Daily Traffic Volume of
Shangshan Expressway

between the Company and the Zhejiang provincial government dated October 31, = so00-

1997, the provincial government has undertaken to the Company that toll rates of | fzsz‘ g LT

Shangsan Expressway may be set at a level of not less than 90% of the toll rates

charged for the Shanghai-Hangzhou-Ningbo Expressway.

Accordingly, the provincial government approved on December 25, 2000 the toll | 2l
| FEE I P PR F
rates proposed for the Shangsan Expressway at the same level as those on the |
| @~ 1999 & 2000 2001
Shanghai-Hangzhou-Ningbo Expressway, except for the mileage fees for Class 1 |
)
vehicles which is 0.40 RMB/vehicle/km, with effect immediately upon the

commencement of operation of the expressway.

. The operation of, and the toll collection on, the Shangsan Expressway will be carried
out by Shangsan Co, which will also be responsible for routine maintenance. Any
major overhaul will be put out to tender. In addition, through a monitoring and toll
collection center operated by the Company, Shangsan Expressway is placed under a :
unified operation system with the Shanghai-Hangzhou-Ningbo Expressway. Vehicles

travelling through the intersection of these two expressways will not have to stop to

settle fees.




/iANAGEP-=NT DISCUSSION AND ANALYSIS (conta)

Shida Road

Shida Road is a 9.45km connecting road operated by Shida Co. its main function is
to provide an additional route for traffic flow between the Shanghai-Hangzhou-
Ningbo Expressway and the city of Hangzhou. Average daily traffic volume in 2000
grew by 60% over that of 1999 to reach approximately 4,104 vehicles, and toll

income grew by 82% to reach approximately RMB11.03 million.

- Although interest payments on commercial loans continued to outweigh operating
' ; profit, and Shida Co recorded a loss of approximately RMB15.57 million during the
i . year, the operation of Shida Road nevertheless enhanced the overall accessibility of
the Shanghai-Hangzhou-Ningbo Expressway. As the metro area of Hangzhou

| continues to expand, more vehicles will be using the Shida Road for access to the

| Shanghai-Hangzhou-Ningbo Expressway, and profitability of Shida Co is expected to

improve accordingly.
Other Businesses

Petroleum Co

The global rise in crude oil and petroleum product prices during the year did not have

a significant impact on the business performance of Petroleum Co. However, due to

| changes in the PRC distribution system of petroleum products which took place in

; . late 1999, Petroleum Co’s wholesale business in petroleum products was reduced by
! approximately 50%. In response to this latest development, Petroleum Co reduced
‘ its registered capital by RMB200 million, and re-focused its business operations on
‘ retail sales of petroleum products. Petroleum Co's net profit contribution to the Group
| in 2000 was approximately RMB28.1 million, representing a return on capital of

| approximately 26%.

Advertising Co

Advertising Co, which operates billboard advertising along expressways operated by

“aa.

the Group, was successful in reaching out to @ wider market through extensive use
of intermediate advertising agents. Turnover for the year was approximately RMB14.2
million, and net profit was approximately RMB12.7 million, representing increases of

175% and 326% over that of 1999, respectively.

| ; I




JoinHands Technology

JoinHands Technology is a start-up company principally engaged in the application
of computer technologies in the areas of anti-counterfeiting and modern logistics
management networks. Since the Company's investment in April 2000, JoinHands
Technology made a breakthrough in opening up markets with the introduction of its
technology to the local merchandising market. Various degrees of headway in
marketing were also made in areas such as agricultural products, finance,
pharmaceuticals, publishing, taxation receipts and legal certificates. Turnover realized
in 2000 was approximately RMB6.25 miliion, and a net profit of approximately
. RMB250,000 was realized for the first time.

Expressway Management

An essential part of the Company's continued efforts in improving core competence
is the constant improvement in expressway management techniques. Following the
adoption of pre-paid IC cards throughout the Shanghai-Hangzhou-Ningbo Expressway
in October 1999 aimed at offering convenience to frequent expressway travelers, the

Company further introduced a credit card payment option in September 2000.

Meanwhile, a complete upgrade of the toll collection system operated by the Group |
was completed in October 2000 to replace the slide-through IC cards used for recording ‘
vehicle and travel information with contactless IC cards. This latest upgrade has proved

‘ to increase efficiency of the toll collection operation.

On April 18, 2000, the Company initiated a campaign to establish a service quality

assurance system covering all aspects of expressway management. The initiative was

aimed at improving the quality of service on the expressways operated by the Group e e e

QUALITY SYSTEM CERTIFICATE

and establishing the Company as a leading toli road operator. During the campaign,

2 "Quality Handbook” and 41 procedures were produced following the principle of

"Focus on Customers”.

After four months of successful trial, on January 4, 2001, the China Classification i TITTT
Society Quality Assurance Ltd. certified the Company’s expressway management 5 ) =l

system as conforming to Quality Standard GB/TIS002-1994 idt 1SO9002: 1994




VIANAGEMENT DISCUSSION AND ANALYSS (Cont'd)

Human Resources

As of December 31, 2000, the Group had 1,937 employees, of whom 337 were
administrative and management staff, 131 were engineering and technical staff and

1,469 were toll collection and maintenance staff.

The Company recognizes that its employees are its most precious asset, because a
company can only be as good as the people who are running it. Employees are
encouraged to combine self-learning with regular and topic-specific training programs

provided by the Company to keep abreast of the latest technology and business

. ' management skills.

The Company structures its remuneration packages to link rewards more closely with
performance so as to ensure salary competitiveness as well as accountability of various
key positions. As an essential part of this policy, a performance assessment program
was established whereby management staff have to undergo assessments by

supervisors, colleagues and subordinates.

Project Development

The investment environment in the PRC was generally encouraging during the year as
the PRC made preparations for its imminent accession to the World Trade Organization.
The demand for funding for infrastructure construction continued to accelerate, and
. | more projects were made available for investment, resulting in increased choices in,

and stronger competition for, project investments at the same time.

During the year under review, the Company actively pursued a number of potential
investment projects, two of which came to fruition with acquisition costs amounting

to RMB191.3 million.

In Aprit 2000, the Company invested an aggregate amount of RMB18.5 million to
acquire a 30% equity interest in JoinHands Technology. Details of this acquisition

were disclosed in the Company's anncuncement dated April 7, 2000.

In September 2000, the Company acquired a further 6% equity interest in Shangsan
Co through two separate acquisitions for a total consideration of RMB172.8 million,

details of which were disclosed in the Company’s announcement dated September

25, 2000.

e




FINANCIAL ANALYSIS

The Company adopted a treasury policy characterized by pro-activeness with prudence.
The Company reviews its liability profiles from time to time, and makes adjustments
whenever it is deemed necessary. While strictly limiting investment risks, the Company ‘
intends to raise its gearing ratio in an effort to realize its aim of increasing the !

~ Company’s return on shareholders' equity.

Return on Equity
. During the year under review, return on shareholders’ equity (the "ROE"), or, net ROE%

7 735
profit attributable to shareholders/shareholders’ equity, was approximately 7.35%. l7 550 ——
Growth in ROE since the establishment of the Company in 1997 is shown below: z a7 :

: R ‘ .
G| E A P
ROE 7.35% 6.50% 4.97% 361% | g

Liquidity

As at December 31, 2000, the interest bearing borrowings of the Group are

summarized below:

. Interest Portfolio and Committed Borrowing Facilities
|
|
|
|
f
World Bank loan (US$) 1,778,529 — 1,778,529 51.6 313,564 ‘
|
Commercial bank loans 1,230,000 1,230,000 — 35.7 550,000
Policy loans 238069 238,069 — 6.9 -
Bonds 200,000 200,000 — 58 -
Total 3,446,598 1,668,069 1,778,529 100.0 863,564




MANAGEMENT [ ScussION AND ANALYSIS icc..vd)

Notes:
— Theinterest rates for World Bank Loans were floating rates, with U$$97,733,910 charged
at the cost of qualified borrowings as reasonably determined by the World Bank plus a

margin of 0.5%, and US$117,133,332 charged at LIBOR plus 0.5%;

—  The fixed rates of the commercial bank loans range from 5.022% t0 5.94% per annum
(1999; from 5.022% to 6.327% per annum),

—  Policy loans bear interest ranging from 3% to 5.5% per annum {1999 from 3% 10 5.5%
per annum); and

— The bonds issued by Shangsan Co bear a fixed interest rate of 3.78% per annum (1999:
‘ | Nil). The interest will be repaid upon the expiry of the bonds.

The respective maturity profiles of the Group's interest bearing borrowings are shown

below:

Maturity Profiles

i Floating rates
World Bank loan (US$) 1,778,529 838,348 286,328 653,853

; Fixed rates
. Commercial bank loans 1,230,000 970,000 260,000 —_
' Policy loans 238,069 23,469 202,000 12,600
Bonds 200,000 — 200,000 —_
Total 3,446,598 1,831,817 948,328 666,453

Further details on the interest bearing borrowings of the Group, together with 1999

comparative figures, are set out in note 25 to the financial statements.

A




Being engaged in the toll road operations, the Group has generated strong positive

cash inflows from the operating activities since its establishment, and the management

does not envisage any liquidity problem for the Group.

Operating cash inflows 1,040 1,048 611 454

Capital Expenditure Commitments and Financial Resources

As at December 31, 2000, the Group and the Company had capital expenditure
commitments of approximately RMB3,610,550,000 and RMB1,741,080,000,

respectively, details of which are set out below:

1st stage of the project to widen

the Shanghai-Hangzhou-Ningbo Expressway

(Hongken to Guzhu section) 394,194 394,194
2nd stage cof the project 1o widen 1

the Shanghai-Hangzhou-Ningbo Expressway ‘

. (Shenshi to Hongken section) 860,000 860,000 ‘
Acquisition of additional 18.4% equity interest 1
in Shangsan Co. 485,000 485,000 ‘
Remaining construction works :
of the Shangsan Expressway 1,816,980 -
Construction works under Contract No.11
of the Shanghai-Hangzhou Expressway 52,490 —
Others 1,886 1,886
Total 3,610,550 1,741,080

NSRRI




MANAGEMENT DiscussioN AND ANALYSIS (cont

As disclosed in the press announcement dated February 2, 2001, the Company intends
to apply to the CSRC and the Shanghai Stock Exchange of the PRC for the issue by
way of public offer and placement of not more than 300 million A Shares in 2001.
The total amount of proceeds from the proposed A Share issue is expected to be

approximately RMB1 billion.

Subject to obtaining the requisite shareholder approval and government and regulatory

approvals, the Company intends to fund the two projects to widen the Shanghai-

Hangzhou-Ningbo Expressway with the proceeds from the proposed A Share issue.

| The balance of the proceeds will be used to fund the proposed acquisition of an

' ' additional 18.4% equity interest in Shangsan Co. If the proceeds from the A share
~issue are not sufficient for funding the above projects/transaction, internal resources

and/or bank loans will be used.

The remaining construction works of the Shangsan Expressway and construction
works under Contract No.11 of the Shanghai-Hangzhou Expressway will be funded

by the internal resources and/or bank loans.

Capital Structure

The Group's capital structure as at December 31, 2000 and comparative figures in

1999 are summarized below:

Shareholders’ equity 8,658,117 59.4 8,433,840 60.6
Fixed rate liabilities 1,668,069 11.4 1,408,069 10.1
Floating rate liabilities 1,778,529 12.2 1,751,828 12.6
Interest-free liabilities 2,481,705 17.0 2,331,951 16.7
Total 14,586,420 100.0 13,925,688 100.0
Gearing ratio 1 68.5% ' 65.1%

Gearing ratio 2 18.7% 24.3%

Note: The computation of gearing ratio 1 represents the sum of fixed rate liabilities, floating
ratea liabilities and interest-free liabilities vs. the equity. The computation of gearing
' ratio 2 represents the total amount of the long-term liabilities vs. the equity.

e




cash and Debt Management ]

As of December 31, 2000, the Group held (in RMB equivalent) RMB2,092,299,000
in cash and cash equivalents, time deposits and other short-term investments, and

had RMB3,446,598,000 in borrowings. |

Cash and cash equivalent

RMB 390,449 221,444 294,025 173,403
US$ (in RMB equivalent) 932,337 890,215 1,467 1384 |
HK$ (in RMB equivalent) 727 727 4,768 4761 |

Time deposits

RMB 273,764 168,764 127,931 127,931
USS (in RMB equivalent) 111,754 53,807 934,628 934,623
HK$ (in RMB equivalent) 5,303 5,303 5,867 5,867

Short term investments

RMB 377,965 180,294 1,083,394 801,766
I Total
RMB 1,042,178 570,502 1,505,350 1,103,100
US$ (in RMB equivalent) 1,044,091 944,022 936,089 936,012
HKS (in RMB equivalent) 6,030 6,030 10635 10,628
Borrowings
RMB 1,668,069 800,000 1,403,569 1,090,000
USS (in RMB equivalent) 1,778,529 808,902 1,756,328 894,490

The average interest rates for bank deposits in US dollars, HK dollars and RMB were
7.0%, 5.5% and 2.1%, respectively.




_ MANAGEMENT DiscussioN Af: ) ANALYS!S (cont'd)

Interest expenses during the year amounted to approximately RMB224,318,000

{including interest capitalized as part of the cost of construction in progress amounting
to approximately RMB27,235,000). With profit before interest and taxation at
approximately RMB849,659,000, the interest cover provided was approximately 4.3
(1899: 4.5).

Short-term Investments

Short-term investments in treasury notes and close-ended security investment funds
were carried out by the Group as part of its cash management scheme to maximize

. © returns on funds temporarily uncommitted while limiting investment risks.

| Pre-tax income from short-term investments in 2000 amounted to approximately
' RMB153,566,000 (1999: RMB77,577,000), representing an average investment return
rate of 12.0% (1999: 8.2%).

Foreign Exchange Exposure

The substantial portion of bank deposits was maintained in US doillars to reduce the
Group’s exposure to foreign exchange risks. Due to relatively high interest rates charged
on the Group’s outstanding Worid Bank lcans, the Company decided to use its US-
dollar bank deposits for the early repayment of approximately US$94.2 million in

World Bank loans, settlement of which is expected to be completed during the first

‘ " half of 2001.

OUTLOOK FOR 2001

Economic outlook in 2001 for Zhejiang Province and its neighboring cities and

provinces continue to be optimistic.

The provincial government recently announced a 9% annual GDP growth target for
the next five years from 2001 to 2005, while accelerating the urbanization process
already underway in many parts of Zhejiang Province. With the pending accession of
the PRC to the World Trade Organization, Zhejiang Province is well positioned both

geographically and economically to enter a new stage of rapid economic growth.

e




Sready growth in personal wealth and decrease in passenger car prices over the past

few years have created a sizeable demand in private vehicle ownership, especially in
ine economically dynamic East Coast region of the PRC. This potential demand will

lead to a surge in road traffic, benefiting toll road operators such as the Company.

preparation for introduction of a fuel tax designed to replace certain administrative
tees has been completed, and the new tax is expected to be launched later in 2001.
The elimination of fixed administrative fees is likely to provide another push to unleash

:he potential demand in private vehicle ownership.

. The first stage of the project to widen the Shanghai-Hangzhou-Ningbo Expressway
{approximately 44km, from Hongken to Guzhu) which commenced on October 18,
2000 will see relevant roadbeds prepared in 2001, The construction is not expected

10 affect the normal operation of existing roadways in any significant way.

The Shangsan Expressway was successfully opened to traffic before the end of 2000,
oringing the Group’s toll road mileage from approximately 285 km to approximately
390 km. Toll income from the newly opened Shangsan Expressway will become a
major revenue contributor to the Group in 2001, in addition to the network effect
created by its direct linkage with the Shanghai-Hangzhou-Ningbo Expressway. The
Company is confident about the continued strong growth in traffic volume on these

expressways in 2001,

The Company intends to apply to the CSRC and the Shanghai Stock Exchange of the
. PRC for the issue by way of public offer and placement of not more than 300 million
A Shares in 2001. Detalls of the proposed application and proposed use of proceeds
were disclosed in the Company's announcements dated January 10, 2001 and February

2, 2001, respectively.
The Company will strive to seize the moment to further expand its business operations

In the toll road sector, while continuing to seek investment opportunities in other

infrastructure sectors with maximizing shareholder value as the ultimate objective.

- ;




_ DIRECTORS, SUPE /ISORS AND SENIOR IVIANAGEMENT |

Executive Directors

Mr. GENG Xiaoping, age 52, is the Chairman and General Manager of the Company
responsible for the overall management of the Company’s businesses. Mr. Geng
graduated from the East China College of Political Science and Law and obtained a
bachelor’s degree in law in 1984. From 1979 to 1991, he held various positions at
the People’s Procuratorate of Zhejiang Province including Secretary, Division Chief
and Deputy Procurator. In 1991, he was appointed the Deputy Director of the Zhejiang
Provincial Expressway Executive Commission, responsible for the business operation

and administration of the expressway system in the Zhejiang Province. Mr. Geng has

been the Chairman and General Manager of the Company since March 1997.

Mr. FANG Yunti, age 51, senior engineer, is the Deputy General Manager and Chief
Financial Officer of the Company responsible for the planning, finance, project
development, investment and administration of the Company. Mr. Fang graduated
from Qing Hua University and majored in automotive engineering in 1976. From
1983 to 1988, he was the Deputy General Manager of Zhejiang Province Automobile
Transport Company. From 1988 to 1990, he was the Chief Engineer at the Provincial
Road Transport Company. In 1991, he was appointed as the Head of the Operating

Administrative and Technical Equipment Divisions of the Zhejiang Provincial Expressway

Executive Commission where his responsibilities included supervision of the operation
management and equipment purchasing of the Shanghai-Hangzhou-Ningbo
Expressway. Mr. Fang was a Director and Deputy General Manager of the Company
from March 1997 to February 2000 responsible for the overall operations of the
Shanghai-Hangzhou-Ningbo Expressway including responsibility for technical

equipment used by the Company in its operations.




mMr. ZHANG Jingzhong, age 37, senior lawyer, is the Secretary to the Board. Mr.
7hang graduated from Hangzhou University in July 1984 obtaining of a bachelor’s
degree in faw. 1984, he joined the Zhejiang Provincial Political Science and Law
policy Research Unit. From 1988 to 1994, he was the Associate Director of Hangzhou
mMunicipal Foreign Economic Law Firm. In 1992, he obtained the qualifications required
by the regulatory authorities in China in order to practice in securities law. In January
1994, Mr. Zhang became Senior Partner at the T&C Law Firm in Hangzhou. Mr.
Zhang has been a Director and Secretary to the Board since April 1997.

Mr. XUAN Daoguang, age 56, senior engineer, is the Deputy General Manager of the
Company responsible for the operation, maintenance and equipment of the Company.
Mr. Xuan graduated from the Tong Ji University in 1967 with a degree in engineering,
and majored in the construction and design of bridges and tunnels. Mr. Xuan has 31
years of experience in engineering maintenance with the Road Administration Division
and has held positions such as Section Head and Head of the Road Administrative
Division of Jinhua City. He has worked for the Zhejiang Provincial Expressway Executive
Commission and was responsible for the administration of engineering work within
Zhejiang Province, including repair and maintenance on the completed sections of
the Shanghai-Hangzhou-Ningbo Expressway. Mr. Xuan was a Director and Manager
of the Company from March 1897 to February 2000 responsible for repair and

maintenance work.

Non-executive Directors

Mr. XIA Linzhang, age 57, senior engineer, is @ member of the Audit Committee. Mr.
Xia graduated from Jiao Zou Mining College. He was the head of Suichang Coal
Mine, Standing Deputy Head and Head of Suichang County, Zhejiang Province. Mr.
Xia was appointed the Chief of the Planning and Finance Division of the Zhejiang
Provincial Expressway Executive Commission. He is currently the Deputy General
Manager and Manager of Provincial Investment Co responsible for finance. Mr. Xia

was the Chairman of Supervisory Committee from March 1997 to February 2000.




Directcas, SUPERVISORS AND &5:::0R MIANAGEMENT PROF:. - (cont)

Ms. ZHANG Chunming, age 36, senior lawyer, is a member of the Audit Committee.
Ms. Zhang graduated from the East China College of Political Science and Law in
Shanghai obtaining a bachelor’s degree in law in 1986, From 1987 to 1994, she
practiced as a lawyer with the Zhejiang Provincial Economics Law Firm in Hangzhou
where her practice included financial, securities and property matters. Ms Zhang has
also obtained the qualifications required by the regulatory authorities in China in
order to practice in securities law and, in 1994, she spent six months ungergoing
training in Hong Kong. Since 1994 she has been a Partner and Director of Zhejiang
Shield Law Office. Ms. Zhang was a Director and Manager of the Company from

March 13897 to February 2000 responsible for legal and securities related issues.

Independent non-executive Directors

Dr. HU Hung Lick, Henry G.B.S. O.B.E. Ph.D. J.P,, age 81, is a member of the Audit
Committee. Dr. Hu has been practicing as a barrister for over 45 years and is currently
the President of Shue Yan College in Hong Kong, a member of the Standing Committee
of the Chinese People’s Political Consultative Congress and the China International
Economic and Trade Arbitration Commission. Dr. Hu is also an adviser to the China
Research Committee of Juvenile Delinguency. Dr. Hu has been an independent non-

executive Director since March 1997.

Mr. TUNG Chee Chen, age 58, Chairman of Orient Overseas (International) Limited,
is the Chairman of the Audit Committee. Mr. Tung was educated at the University of
Liverpool, England, where he received his Bachelor of Science degree. He later acquired
a Master’s degree in mechanical engineering at the Massachusetts Institute of
Technology in the United States. He is currently a registered Professional Engineer in
the State of California. Mr. Tung has been an independent non-executive Director:

since March 1997,




Mr. ZHANG Junsheng, age 64, professor, is a member of the Audit Committee. Mr.
7hang graduated from Zhejiang University in 1958, and was a lecturer, an associate
professor, an advising professor at the Zhejiang University, and a professor concurrently
at, amongst other universities, the Zhongshan University. In 1980, he became the
Deputy General Secretary of Zhejiang University. In 1983, Mr. Zhang served as Deputy
General Secretary of the Hangzhou City Government. in 1985, he began to work for
the Xinhua News Agency, Hong Kong Branch, and became its Deputy Director in
1987. Mr. Znang took up the post of General Secretary of Zhejiang University in
September 1998. In addition, Mr. Zhang is currently a Special Advisor to the Zhejiang
provincial Government, an Advisor to the Sichuan Provincial Government, and a Senior

Adviscr to the Shenzhen City Government.

Supervisors

Mr. MA Kehua, age 48, senior economist, is the Chairman and non-executive member
of the Supervisory Committee. Mr. Ma graduated from Shanghai Railway Institute in
1977, after which he worked as an engineer at Shanghai Railway Bureau No. 1
Construction Company and the Plumbing and Electricity Section of Shanghai Railway
Bureau, Hangzhou Branch. Mr. Ma was in charge of the Planning and Finance Division
at the Zhejiang Local Railway Company, and became-Deputy Division Chief and Division
Chief of Zhejiang Jinwen Railway Executive Commission responsible for material supply
since 1993. Mr. Ma took up the post of Deputy General Secrétary of Zhejiang
Construction and Investment Company in March 1999, and is currently the Deputy

General Secretary of Provincial investment Co.
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Mr. NI Ciyun, age 50, senior economist, is a member of the Supervisory Committee
representing the staff and workers. Mr. Ni graduated from Tianjin University in 1976
majoring in mechanical manufacturing. He was a Deputy Manager and Manager at
Zhejiang Jiaxing Shipping Company since 1981, Deputy Director of Jiaxing
Communications Bureau in 1989, Director of Zhapu Port Executive Commission in
1990, Director of Jiaxing Zhapu Port Authority in 1992, and Deputy Director of
Shanghai-Hangzhou-Ningbo Expressway Jiaxing Construction Executive Commission
in 1993. Mr. Ni is currently the Chief Administrator of the Jiaxing Section of the
Shanghai-Hangzhou-Ningbo-Expressway.

Mr. LU Fan, age 45, senior economist, is an independent non-executive member of
the Supervisory Committee. Mr. Lu has a master’s degree in econcmics and was an
assistant researcher at the World Economy Research Institute of Zhejiang Social Science
Academy. He became the Vice-Director of Zhejiang Asia-Pacific Research Institute in
1991. Mr. Lu joined Zhejiang Securities Co., Ltd. in 1994, He was the General Manager
of the Investment Banking Division and is currently the Vice President of Zhejiang

Securities Co., Ltd.




mr SUN Xiaoxia, age 38, professor, is an independent non-executive member of the
Supervisory Committee. Mr. Sun graduated from Wuhan University, School of Law
with a master’s degree in law. He had worked as Assistant Lecturer, Lecturer, Assistant
professor and Tutor for graduate students at Hangzhou University, School of Law. Mr.
sun is currently Deputy Dean of School of Law and Dean of Department of Law,
Zhejiang University. In addition, Mr. Sun is a lawyer with Zheda Law Firm, a standing
member of China Jurisprudence Research Society, a member of the International
society for Philosophy of Law and Social Philosophy ("IVR"), and a member of the
\VR's China Branch.

Mr. ZHENG Qihua, age 38, senior accountant, is an independent non-executive
member of the Supervisory Committee. He is currently the Deputy General Manager
of the Zhejiang Pan-China Certified Public Accountants, and guest professor at
Zhejiang Finance and Economics institute. Mr. Zheng was amongst the first batch of
Chinese registered accountants to obtain qualifications required for practicing
accountancy involving securities in 1992, He has working and training experience in
Hong Kong and Singapore, and spent approximately six months working with the

Listing Division of China Securities Regulatory Commission during 1997 and 1998.




" [The Company] increased the number of
non-executive and independent members.
We believe that the increase in these non-
executive and independent members will

help us to make wiser strategic decisions and

to build a company with improved corporate

governance.”




The directors of the Company (the
"Directors") present their report and the
audited financial statements of the Company
and the Group for the year ended December
31, 2000.

Principal activities

The principal activities of the Group comprise
investment in construction, operation and
management of high grade roads, as well as
the development and operation of certain
ancillary services, such as automobile
servicing and fuel facilities. There were no
changes in the nature of the Group’s principal

activities during the year.
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Segmented information

During the year, the entire turnover and contribution to profit from operating activities
of the Group was derived from Zhejiang Province, in the PRC. Accordingly, a further
analysis of the turnover and contribution to profit from operating activities by
geographical area is not presented. However, an analysis of the Group's turnover and
contribution to profit from operating activities by principal activity for the year ended

December 31, 2000 is as follows:

By activity:
Toll income 1,157,098 1,024,432
Advertising income 14,535 11,261
Road maintenance income 4,853 3,409
Others 12,118 3,666

1,188,604 1,042,768




Results and dividends

The Group’s profit for the year ended December 31, 2000 and the state of affairs of
the Group and the Company at that date are set out in the financial statements on

pages 58, 60, 61, 64 and 65.

an interim dividend of Rmb0.02 per share (approximately HK$0.0187) was paid on
October 31, 2000. The Directors recommend the payment of a final dividend of
rRmb0.07 per share (approximately HK$0.065) in respect of the year, to shareholders
on the register of members on March 27, 2001. This recommendation has been

incorporated into the financial statements.

summary of financial information

The following is @ summary of the consolidated resuits, and of the assets and liabilities

of the Group prepared on the basis set out in the notes below:

Turnover 1,188,604 1,050,498 655,068 463,692 273,843
Cperating costs (248,429) (298,417)  (220,537)  {146,046) (33,867)
3ross profit 940,175 752,081 434532 317,646 239,976
Otner revenue 242,888 167,528 234573 197,034 40928
Agministrative expenses (64,978) (60,320) (45,611) (31,126) (57,716)
Other operating expenses (75,317) (2,374) (635) (978) (243)
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Profit from operating

activities
Finance costs

Share of profit in
associates

Share of lossin a
jointly-controlled

entity

Profit before tax

Tax

Profit before minority

interests

Minority interests

Net profit from
ordinary activities
attributable to

shareholders

Earnings per share

1,042,768 856,915 622,859 482575  222.945
(197,083)  (172922)  (94,741)  (110350)  (62,981)
40,584 22,559 18,982 E — —
879,752 706,552 547,100 372,226 159,964
(186,391) (71,810) {73,795) (58,639) (60,296)
693,361 634,742 473,305 313,587 99,668
(57,360) (86,431) (68,914} {17.255) 186
636,001 548,311 404,391 296,332 99,854
1464 cents 1262cents 9.31cents 7.77cents 3.43cents




Total assets

otal liabilities

Minority interests

. Net assets

Notes:

1. The consolidated results of the Group for the year ended December 31, 1999 and 1998,
together with the pro forma consolidated results of the Group for the two years ended
December 31, 1897 have been extracted from the Company’s 1999 annual report dated
February 22, 2000, while those of the year ended December 31, 2000 were prepared
based on the consolidated income statement as set out on page 58 of the financial

statements.

2. The 2000 earnings per share is based on the net profit from ordinary activities attributable
to shareholders for the year ended December 31, 2000 of Rmb636,001,000 {1999:
Rmb548,311,000) and the 4,343,114,500 shares (1999: 4,343,114,500 shares) in issue

. during the year.

14,586,420

4,432,939

1,495,364

8,658,117

13,925,688

4,042,416

1,448,432

8,433,840

12,993,990

3,609,038

1,245,782

8,139,170

11,466,377

2,598,595

667,714

8,200,068

6,222,082

3,013,678

435,073

2,773,331

Major customers and suppliers

The five largest customers and suppliers contributed less than 30% of the total toll
revenue and purchases, respectively, of the Group during the year. Accordingly, a
corresponding analysis of major customers and suppliers is not presented. None of
the Directors, Supervisors or their associates, or any shareholder (which to the
knowledge of the Directors and Supervisors own more than 5% of the Company’s

share capital) have any interest in the five iargest customers and suppliers of the

Group.
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Connected transactions

Details of the connected transactions of the Group (the “Connected Transactions”)
carried out in the year, which the Hong Kong Stock Exchange has granted a waiver
(for compliance with Chapter 14 of the Listing Rules pursuant to its letter of March

10, 2000), are disclosed in note 36 to the financial statements.

The independent non-executive Directors have reviewed the Connected Transactions
and confirmed that, during the period from January 1, 2000 to December 31, 2000,

such transactions were:

(i) carried out in accordance with the terms of the agreements governing each

respective transaction in question;
(i) entered into in the usual and ordinary course of business of the Company; and

(i) entered into on normal commercial terms and are fair and reasonable so far as

the shareholders of the Company are concerned.

Ernst & Young, the auditors of the Company, (as required by the Hong Kong Stock
Exchange in its letter of March 10, 2000) have also reviewed the said transactions
and have confirmed that the independent non-executive Directors have given their
approval of these transactions and that they were carried out by the Company in
accordance with the terms of the agreements governing each respective transaction

during the period from January 1, 2000 to December 31, 2000.

Fixed assets

Details of movements in the fixed assets of the Company and the Group are set out

in note 12 to the financial statements.

Capital commitments

Details of the capital‘commitments of the Company and the Group as at December

31, 2000 are set out in note 33 to the financial statements.




subsidiaries

particulars of the Company’s subsidiaries are set out in note 13 to the financial

statements.

Jointly-controlled entity and associates

particulars of the Company’s and the Group’s interests in a jointly-controiled entity

and associates are set out in notes 14 and 15 to the financial statements, respectively.

Interest capitalised

During the year, interest capitalised as part of the costs of construction in progress
amounted to approximately Rmb27,235,000 (1999 Rmb14,843,000).

Reserves

Details of movements in the reserves of the Company and the Group during the year

are set out in note 31 to the financial statements.

Distributable reserves

As at December 31, 2000, the Company's reserves available for distribution by way
of cash or in kind, calculated in accordance with relevant rules and reguilations,
amounted to Rmb339,302,000. In addition, in accordance with the Company Law
of the PRC, the amount of approximately Rmb3,633,159,000 standing to the credit

of the Company's share premium account as prepared in accordance with the PRC

accounting standards was available for distribution by way of capitalisation issues.




REPORT OF THE DI ECTGES ‘conta)

Substantial shareholders

. Asat December 31, 2000, the following shareholders held 10% or more of the share
| ' capital of the Company according to the register of interests in shares required to be
1 kept by the Company pursuant ta Section 16(1) of the Securities (Disclosure of Interest)

Ordinance (Chapter 396 of the Law of Hong Kong) (“SDI Ordinance”):

Provincial investment Co 2,909,260,000 £6.99%

y | {domestic shares)

[ HKSCC Nominees Limited 1,397,795,49% 32.18%
(H Shares)

Purchase, sale or redemption of the listed securities of the Company

Neither the Company nor any of its subsidiaries purchased, redeemed or sold any of

the Company’s listed securities during the year.

Bank loans and other loans

Particulars of the bank loans and other loans of the Company and the Group are set

out in note 25 to the financial statements.

. . Trust deposits

! i | As at December 31, 2000, except for a trust deposit of Rmb 150,000,000 with Huaxia
i ] Bank, Hangzhou Branch, the Company does not have any trust deposit, nor any time

i deposit with any other financial institution in the PRC. All of the Company’s deposits
{ - have been placed with commercial banks in the PRC and financial institutions in
l ’ Hong Kong. The Company has not encountered any difficulty in the withdrawal of

’: ' : funds.

4
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use of IPO proceeds from the issue of H Shares

The net IPO proceeds of the Company in 1997 amounted to approximately Rmb3,524

million. Details of the applications of such proceeds as at December 31, 2000 are set

out below:

o Approximately Rmb534.45 million was applied as capital contribution to Jiaxing
Co for completing construction works of the Jiaxing Section of the Shanghai-

Hangzhou-Ningbo Expressway;

o Approximately Rmb5.34 million was used in relation to Contract No.8 of the
‘ Hangzhou-Ningbo Expressway;

« Approximately Rmb637.48 million was used towards repayment of lcans and

payment of interest;

s Approximately Rmb29.4 million was used to purchase approximately 2.44 per

cent of the registered capital of Jiaxing Co;

s Atthe time of the Company’s listing, approximately Rmb300 million was reserved
for the potential investment in the Huzhou Section of the Hangzhou-Nanjing
Expressway. However, in November 1999, the Company, with the approval from
its shareholders, applied this portion of the IPO proceeds to pay for the
consideration for the acquisition of an approximately 30.748 per cent interest in

. the capital of liaxing Co (the “Acguisition”). The total consideration in refation
to the Acquisition was approximately Rmb914.7 million, and was funded entirely

by the IPO proceeds;

*  Approximately Rmb1,224 million was used as capital contribution to Shangsan
Co;

*  Approximately Rmb38 million was used as capital contribution to Petroleum Co;

As at December 31, 2000, the Company used approximately Rmb3,383 million, or
approximately 96% of its IPO proceeds. The balance of approximately Rmb141 million

was deposited in commercial banks in the PRC and invested in marketable securites.




RE20RT & THE DIRZCTORS (conta)

Directors

The Directors during the year were:

Executive Directors

Mr. Geng Xiacping
Mr. Fang Yunti

Mr. Zhang Jingzhong
Mr. Xuan Daoguang

As an important part and basis of improving its corporate governance, the second
session of the Board and Supervisory Committee increased the number of non-
executive and independent members. We believe that the increase in these non-
executive and independent members will help us to make wiser strategic decisions

and to build a company with improved corporate governance.

Non-executive Directors

Mr. Xia Linzhang
Ms. Zhang Chunming

Independent non-executive Directors

Dr. Hu Hung Lick, Henry
Mr. Tung Chee Chen
Mr. Zhang Junsheng

All of the Directors were appointed on February 28, 2000. In accordance with the

Company's articles of association, all the Directors continue in office.

Directors and senior management biographies

Biographical details of the Board and the senior management of the Group are set

out under the Management Profile section of this report from pages 34 to 39 .




pirectors’ and Supervisors’ service contracts

£ach of the Executive Directors and one of the Supervisors have entered into a service
agreement with the Company, with effect from 28 February 2000, for an initial term

of three years.

save as disclosed above, none of the Directors and Supervisors has entered into any
service contract with the Company which is not determinable by the Company within

one year without payment of compensation other than statutory compensation.

Directors’ and Supervisors’ interests in contracts

None of the Directors or Supervisors had any material interest, whether direct or
ingirect, in any contract of significance to which the Company, or any of its subsidiaries,
fellow subsidiaries or its holding company was a party, at the end of the year or at

any time during the year.

Directors’ and Supervisors’ interests in shares

As at December 31, 2000, none of the Directors, Supervisors or their associates had
any personal, family, corporate or other interests in any equity or debt securities of
the Company or any associated corporations {as defined in the SDI Ordinance) as
recorded in the register maintained by the Company pursuant to section 29 of the
SDI Ordinance or as otherwise notified to the Company and the Hong Kong Stock
Exchange pursuant to the Model Code for Securities Transaction by Directors of Listed

Companies.

Directors’ and Supervisors’ rights to subscribe for shares or debentures

At no time during the year was the Company or any of its subsidiaries, jointly-controlied
entities, associates or fellow subsidiaries or its holding company a party to any
arrangement enabling any Directors or Supervisors or the spouses or children under
the age of 18 of any such Directors or Supervisors to acquire benefits by means of
the acquisition of shares in, or debentures of, the Company or any other body
corporate. No rights to subscribe for shares in, or debentures of the Company have

been granted by the Company to, nor have any such rights been exercised by, any

person during the year and up to the date of this report.
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Directors’ and Supervisors’ remuneration

Fees —
Basic salaries, other allowances and benefits in kind 1,440
Pension scheme contributions —

Bonuses paid and payable 477

1,917

The amount disclosed above included remuneration of HK$ 145,000 payable to each
of the two independent non-executive Directors (1993: HK$120,000), and Rmb5,000
payable to another independent non-executive Director (1999: Nib). There was no

arrangement under which any of the Directors or Supervisors waived or agreed to

waive any remuneration.
Highest paid individuals

The five highest paid individuals of the Company were all Directors. The aggregate
amount paid/payable to them for the year was approximately Rmb 1,674,600 (1999:
Rmb762,000). None of them received remuneration in excess of HK$1 miliion.

Retirement scheme

‘ ' As required by the state regulations of the PRC, the Group participates in a defined
contribution retirement scheme. All employees are entitled to an annual pension
equal to a fixed proportion of the average basic salary amount within the geographical

| area of their last employment at their retirement date. The Group is required to make

contributions to registered insurance companies at rates ranging from 20% to 21%

of the average basic salaries of the previous year within the geographical area where

the employees are under employment with the Group. The Group has no obligation
for the payment of pension benefits beyond such annual contributions to the registered
insurance companies. When an employee leaves the scheme, the Company is not
entitled to forfeit any amount of the contributions that it has previously made. Hence,
no forfeited contribution was used by the Company to reduce the level of its

contributicns during the year. During the year, contributions to registered insurance
companies made by the Group under the defined contribution retirement scheme
amounted to Rmb4,358,000 (1999: Rmb3,052,000).

I




pre-emptive rights

There is no provision for pre-emptive rights in the Company’s articles of association
or the laws of the PRC, which would require the Company to offer new shares on a
pro rata basis to existing shareholders.

Accommodation benefits for employees

According to the relevant rules and regulations in the PRC, the Group and its employees
are each required to make contributions tc an accommodation fund, which are in
proportion to the salaries and wages of the employees at an average rate of 7%.
There are no further obligations beyond the contribution to the accommodation
fund. In 1998, in addition to the contribution made to the accommodation fund as
required, the Company purchased apartments for the sum of Rmb19 million and
made a provision of Rmb15.3 million in that year for the estimated loss on their
disposal. In 2000, the Company sold most of the purchased apartments amounting
to Rmb15.5 million to certain eligible employees of the Company; the aggregate
proceeds received as at December 31, 2000 amounted to Rmb2.6 million.

Save as disclosed above, the Company did not own any staff quarters and did not
dispose of any staff quarters during the year.

On September 6, 2000, the Ministry of Finance issued a directive (the “Directive”)
numbered Caigi [2000] 295 in respect of accounting policies in relation to the national
enterprises housing reform. The Directors have examined the relevant issue, and has
concluded that the Directive does not have any significant impact on the results and
financial standing of the Group for the year.

Compliance with the Code of Best Practice

In the opinion of the Directors, the Company has complied with the Code of Best
Practice as set out in Appendix 14 of the Listing Rules.

Auditors

Ernst & Young will retire and a resolution for their reappointment as international
auditors of the Company wili be proposed at the forthcoming annual general meeting.

On behalf of the Board
Geng Xiaoping
Chairman
Hangzhou, Zhejiang Province, the PRC
March 5, 2001

|




RE:*"RT OF THE SUPE :SORY CO ATTEE

Dear Shareholders,

The new session of the Supervisory Committee began to discharge its duties on
March 1, 2000. In order to strengthen the independence of the committee, the
Company reorganized the structure whereby the number of members was increased
from three to five, and except for one non-executive supervisor and one supervisor
representing staff and workers of the Company, the other three members were all

independent non-executive supervisors.

The committee held two meetings in 2000. At the first meeting, among others, the
Chairman was elected. At the second meeting, the committee reviewed the Company’s

financial statements and finalized rules of procedure.

in compliance with the Company Law of the PRC, the relevant laws and regulations
of Hong Kong and the Company's articles of association, the five-member committee
earnestly discharged its statutory supervisory duties, safeguarding the lawful interests
of the shareholders and the Company. The main tasks of the committee in 2000
included, among others, attending board meetings; advising on important issues
such as the Company’s project development, investment decisions and dividend
policies; participating in major functions of the Company, and through other means,
understanding and monitoring the conduct of the Directors, General Manager and -
other senior officers in business management and daily operations; and carefully
reviewing the financial position of the Company, discussing and reviewing the financial
statements and dividend distribution proposal to be submitted by the Board to the

annual general meeting.

The committee concludes that the Directors, General Manager and other senior officers
of the Company were proactive and enterprising in spirit in 2000. They continued to

achieve excellent operating results, providing good returns to shareholders and

safeguarding a superior corporate image in the domestic and overseas capital markets.




The committee has examined the financial statements of the Company for 2000

prepared t0 be submitted by the Board to the annual general meeting, and concluded
that the statements accurately reflected the Company’s operating results and asset
position in 2000 and were in compliance with relevant laws and regulations and the
Company’s articles of association. The dividend distribution proposal for 2000 increased
dividend payout ratio, thereby increasing cash returns to shareholders. Consequently,
we endorsed this dividend distribution proposal, and recommended shareholders to

approve the proposal at the forthcoming annual general meeting.

The committee reviewed the Report of the Directors to be submitted to the annual
general meeting, and considered it to be a fair representation of the Company’s
actual situation. In the course of the Company’s business operations, the members
of the Board, General Manager and other senior officers of the Company observed
their fiduciary duties and worked diligently while exercising their rights or discharging
their duties. We did not find any abuse of power or infringement of the interests of

shareholders and empioyees.

The committee is satisfied with the accomplishments attained by the Company in its

various tasks.

By the Order of the Supervisory Committee
Ma Kehua

Chairman of the Supervisory Committee

March 5, 2007

D
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REPORT °F THE INTERNA? .~-NAL AUDITORS

Ell ERNST & YOUNG

£ K & R F K

To the shareholders
Zhejiang Expressway Co., Ltd.
(Established in the People’s Republic of China with limited liability)

We have audited the financial statements on pages 58 to 104 which have been

prepared in accordance with accounting principles generally accepted in Hong Kong.

Respective responsibilities of directors and auditors

The Company’s directors are responsible for the preparation of financial statements
which give a true and fair view. In preparing financial statements which give a true
and fair view it is fundamental that appropriate accounting palicies are selected and
applied consistently. It is our responsibility to form an independent opinion, based on

our audit, on those statements and t0 report our opinion to you.

Basis of opinion

We conducted our audit in accordance with International Statements on Auditing
issued by the International Federation of Accountants. An audit incfudes an
examination, on a test basis, of evidence relevant to the amounts and disclosures in
the financial statements. It also includes an assessment of the significant estimates
and judgements made by the directors in the preparation of the financial statements,
and of whether the accounting policies are appropriate to the Company’s and the

Group’s circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and
explanations which we considered necessary in order to provide us with sufficient
evidence to give reasonable assurance as to whether the financial statements are
free from material misstatement. In forming our opinion we also evaluated the overall
adequacy of the presentation of information in the financial statements. We believe

that our audit provides a reasonable basis for our opinion.




Opinion

In our opinion, the financial statements give & true and fair view, in all material
-espects, of the state of affairs of the Company and the Group as at December 31,
2000 and of the profit, and cash flows of the Group for the year then ended and
have been properly prepared in accordance with the disclosure requirements of the

Hong Kong Companies Ordinance.

Ernst & Young
Certified Public Accountants

Hong Kong
March 5, 2001




TURNOVER

Operating costs

Gross profit

Other revenue
Administrative expenses
Other operating expenses

PROFIT FROM OPERATING ACTIVITIES

Finance costs
Share of profit of associates

Share of loss of a jointly-controiled entity

PROFIT BEFORE TAX

Tax

PROFIT BEFORE MINORITY INTERESTS
Minority interests
NET PROFIT FROM ORDINARY

ACTIVITIES ATTRIBUTABLE TO
SHAREHOLDERS

Dividends

RETAINED PROFIT FOR THE YEAR

EARNINGS PER SHARE

Year ended December 31, 2000

3 1,188,604

(248,429)

940,175

3 242,888
(64,978)
(75.317)

4 1,042,768

5 (197,083)
40,584
(6,517)

879,752

6 (186,391)

693,361

(57.360)

7 636,001

10 (390,880)

245121

(N 14.64 cents

1,050,488

(298,417)

752,081

167,528
(60,320)
(2,374)

856,915

(172,922)
22,559

706,552

(71,810

634,742

(86,431)

548,311

(238,872)

309,439

12.62 cents

The notes on pages 66 to 104 form an integral part of the financial statements.
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for the year ended December 31, 2000

effect of changes in accounting policy

Net gains not recognised in

the income statement

Net profit for the year
attributable to shareholders

Total recognised gains and losses

Goodwill eliminated directly

against reserves

31

636,001

636,001

(20,844)

615,157

19,133

19,133

548,311

567,444

(14,769)

552,675

The notes an pages 66 to 104 form an integral part of the financial statements.
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NON-CURRENT ASSETS

Fixed assets

Interest in a jointly-controlled entity
Interests in associates

Expressway operating rights

Long term investments

Long term receivables

CURRENT ASSETS

Short term investments
Inventories

Trade receivabies

Other receivables

Cash, cash equivalents and

time deposits

CURRENT LIABILITIES

Trade payables

Profits tax payable

Other taxes payable

Other payables and accruals

Interest-bearing bank and other borrowings

NET CURRENT ASSETS/ALIABILITIES)

12
14
15

17
18

22

23
24

11,681,806
57,126
167,316
232,045
32,867
6,450

12,177,610

377,965
718
19,202
296,591

1,714,334

2,408,810

204,559

103,022

17,003

617,522

1,831,817

2,773,923

(365,113)

10,621,870
65,000
231,439
240,745
38,650
3,870

11,201,574
1,083,394
1,049
4,749
266,249
1,368,673
2,724,114
226,895
116,245
11,735
524,298
1,106,425

1,985,598

738,516




TOTAL ASSETS LESS CURRENT
LIABILITIES

NON-CURRENT LIABILITIES
Interest-bearing bank and other loans
Long term bonds

Other long term liabilities

. Deferred tax

Minority interests

NET ASSETS

CAPITAL AND RESERVES
lssued cepital

Reserves

Geng Xiaoping

Director

11,812,497 11,940,090
25 1,414,781 2,053,472
26 200,000 —
1,134 —
29 43,101 3,346
1,495,364 1,449,432
8,658,117 8,433,840
30 4,343,115 4,343,115
31 4,315,002 4,090,725
8,658,117 8,433,840
Fang Yunti
Director

The notes on pages 66 to 104 form an integral part of the financial statements.




NET CASH INFLOW FROM
QPERATING ACTIVITIES

RETURNS ON INVESTMENTS
AND SERVICING OF FINANCE
Interest received
Interest paid
Dividends paid
Dividends paid to minority interests

Dividends from an associate

Net cash outflow from returns on

investments and servicing of finance

TAX

Taxes paid and refunded, net

INVESTING ACTIVITIES

Additions to fixed assets

Additions to construction in progress

Decrease in time deposits

Decrease in long term investments

Increase in deferred costs

Decrease/(increase) in short term
investments

Acquisition of additional interests in
subsidiaries

Acgquisition of a jointly-controlled entity

Acquisition of an associate

Reduction of capital in an associate

NET CASH OUTFLOW FROM
INVESTING ACTIVITIES

&

32() 1,040,303 1,047,828

67,253 78,225
(254,312) (177,880)
(260,587) (217,156)

(33,324) (6,840)
8,302 10,659

(472,668) {312,992)
(99,805) (43,978)

(72,469) (187,903)
(1,126,911) (808,691)

127,131 586,490
— 2,500
— (174)
705,429 (96,611)

(172,800) (565,812)
- (65,000)
(18,500) —
100,000 —

(558,120) (1,135,201)




NET CASH OUTFLOW BEFORE FINANCING
ACTIVITIES

FINANCING ACTIVITIES
New bank and other loans
Repayment of bank and other loans
Minority interests

Issue of bonds
Net cash inflow from financing activities

INCREASE IN CASH AND CASH
EQUIVALENTS

Cash and cash equivalents at

beginning of year

CASH AND CASH EQUIVALENTS AT
END OF YEAR

. ANALYSIS OF BALANCES OF CASH

AND CASH EQUIVALENTS

Cash and bank balances

Time deposits with original maturity
of less than three months when

acquired

(90,290)

32(b)
2,732,281
(2,645,580)
176,381
200,000

463,082

372,792

950,721

1,323,513

320,304

1,003,209

1,323,513

(444,343)

2,890,122
(1,996,999)
217,769

1,110,892

666,549

284,172

950,721

300,247

650,474

950,721

The notes on pages 66 to 104 form an integral part of the financial statements.
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NON-CURRENT ASSETS

Fixed assets

Interests in subsidiaries

Interest in a jointly-controlled entity
Interests in associates

Expressway operating rights

Long term investments

Long term receivables

CURRENT ASSETS

Short term investments
Inventories

Trade receivables

Other receivables

Cash, cash equivalents and

time deposits

CURRENT LIABILITIES

Trade payables

Profits tax payable

Other taxes payable

Other payables and accruals

Interest-bearing bank and other borrowings

12
13
14
15
16
17
18

19
20

27

22

23
24

December 31, 2000

5,095,680
3,549,568
64,910
126,500
182,578
30,000
6,450

9,055,686

180,294
454
19,202
190,234

1,340,260

1,730,444

13,118

23,020

4,353

528,122

1,320,376

1,888,989

5,148,878
3,211,124
65,000
208,000
189,512
30,000
3,870

8,856,384

801,766
810
4,749
36,900

1,247,973
2,092,198
7,315
42,780
4,425
432,827

1,010,956

1,498,303




NET CURRENT ASSETSALIABILITIES) (158,545) 593,895

TOTAL ASSETS LESS CURRENT LIABILITIES 8,897,141 9,450,279

NON-CURRENT LIABILITIES

Interest-bearing bank and other loans 25 288,526 973,534
Deferred tax 29 21,655 3,346
NET ASSETS 8,586,960 8,473,399

CAPITAL AND RESERVES
lssued capital 30 4,343,115 4,343,115
Reserves 31 4,243,845 4,130,284

8,586,960 8,473,399

‘ . Geng Xiaoping Fang Yunti

Director Director

The notes on pages 66 to 104 form an integral part of the financial statements.
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CORPORATE INFORMATION

Zhejiang Expressway Co., Ltd. (the “Company”) was established on March 1,
1997. The H shares of the Company ("H Shares”) were subsequently listed on
the Stock Exchange of Hong Kong Limited (the "Hong Kong Stock Exchange”)
on May 15, 1997.

All of the H Shares of the Company were admitted to the Official List of the
United Kingdom Listing Authority (the "Official List"). Dealings on the London
Stock Exchange Limited commenced on May 5, 2000.

On July 18, 2000, approved by Ministry of Foreign Trade and Economic Co-
operation of the PRC, the Company has changed its status into a foreign-invested

joint stock company with limited liability.

The registered office of the Company is 19/F, Zhejiang World Trade Centre, 15
Shuguang Road, Hangzhou, Zhejiang Province, the PRC. During the year, the

Group was involved in the following principal activities:

(a) The investment in, design, construction, operation, maintenance and

management of high grade roads; and

(b) The development and operation of certain anciliary services such as technical

consultation, automobile servicing and fuel facilities.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation

These financial statements have been prepared in accordance with Hong Kong
Statements of Standard Accounting Practice {"HKSSAP"), accounting principles
generally accepted in Hong Kong and the disclosure requirements of the Hong
Kong Companies Ordinance. They have been prepared under the historical cost

convention, modified with respect tc the measurement of investments in

securities, as further explained below.




SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Basis of consolidation

The consolidated financial statements include the audited financial statements
of the Company and its subsidiaries for the year ended December 31, 2000. The
results of subsidiaries acquired or disposed of during the year are consolidated
from or to their effective dates of acquisition or disposal respectively. All significant

intercompany transactions and balances are eliminated on consolidation.

Subsidiaries

A subsidiary is a company in which the Company, directly or indirectly, controls
more than half of its voting power or issued share capital or controls the

composition of its board of directors.

Interests in subsidiaries are stated at cost unless, in the opinion of the directors,
there have been permanent diminutions in values, when they are written down

to values determined by the directors.

Joint ventures

A joint venture is a contractual arrangement whereby the Group and other parties
undertake an economic activity which is subject to joint control and none of the

participating parties has unilateral control over the economic activity.

The joint venture arrangements which involve the establishment of a separate
entity in which the Group and other parties have an interest are referred to as

jointly-controlled entities.

The Group's share of the post-acquisition resutts and reserves of jointly-controlled
entities is included in the consolidated income statement and consolidated
reserves respectively. The Group’s interests in jointly-controlled entities are stated
in the consolidated balance sheet at the Group’s share of net assets under the

equity method of accounting less any provisions for diminutions in values, other

than those consicered temporary in nature, deemed necessary by the directors.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Joint ventures (Continued)

The results of jointly-controlled entities are included in the Company's income
statement to the extent of dividends received and receivable. The Company's
interests in jointly-controlled entities are treated as long term investments and
are stated at cost less any provisions for diminutions in values, other than those

considered temporary in nature, deemed necessary by the directors.

Associates

An associate is an enterprise, not being a subsidiary or a joint venture, in which
the Group has a fong term interest of generally not less than 20% of the equity

voting rights and over which it is in a position to exercise significant influence.

The Group’s share of the post-acquisition results and reserves of associates is
included in the consolidated income statement and consolidated reserves
respectively. The Group’s interests in associates are stated in the consolidated
balance sheet at the Group's share of net assets under the equity method of
accounting less any provisions for diminutions in values, other than those

considered temporary in nature, deemed necessary by the directors.

The results of associates are included in the Company's income statement to the
extent of dividends received and receivable. The Company’s interests in associates
are stated at cost less any provisions for diminutions in values other than those

considered temporary in nature, deemed necessary by the directors.

Goodwiill

Goodwill arising on consolidation of subsidiaries and on acquisition of associates
and jointly-controlled entities represents the excess purchase consideration paid
over the fair values ascribed to the net underlying assets acquired and is eliminated
against reserves in the year of acquisition. On disposal of subsidiaries, associates
or jointly-controlled entities, the relevant portion of attributable goodwill

previously eliminated against reserves is written back and included in the

calculation of the gain or loss on disposal.




SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

rixed assets and depreciation

Fixed assets are stated at cost less accumulated depreciation. The cost of an
asset comprises its purchase price, costs transferred from construction in progress
and any directly attributable costs of bringing the asset to its working condition
and location faor its intended use. Expenditure incurred after the tangible fixed
assets have been put into operation, such as repairs and maintenance and
overhaul costs, is normally charged to the income statement in the period in
which it is incurred. In situations where it can be clearly demonstrated that the
expenditure has resulted in an increase in the future economic benefits expected
to be obtained from the use of the tangible fixed assets, the expenditure is

capitalised as an additional cost of the tangible fixed assets.

Depreciation of expressways and bridges is provided by using the sinking fund
method whereby the aggregate annual depreciation amounts, compounded at
average rates ranging from 6.11% to 8.77% per annum, up to the expiry of the
underlying 30-year expressway concession period, will be egual to the total cost

of the expressways and bridges.

Amortisation of land is provided on a straight-line basis to write off the cost of

the land use rights over the underlying 30-year expressway concession period.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Fixed assets and depreciation (Continued)

Depreciation of fixed assets, other than expressways, bridges and land, is provided
on a straight-line basis to write off the cost of the assets, less their estimated
residual values, being 3% of the cost, over their estimated useful lives. The

principal annual rates used for this purpose are as follows:

Toll stations and ancillary facilities 30 years 32%
Communications and signalling equipment 10 years 9.7%
Motor vehicles 8 years 12%
Machinery and equipment 5-8 years 12-19.4%

The gain or loss on disposal or retirement of a fixed asset recognised in the
income statement is the difference between the net sales proceeds and the

carrying amount of the relevant asset.

Where, in the opinion of the directors, the recoverable amounts of fixed assets
have declined below their carrying amounts, provisions are made to write down
the carrying amounts of such assets to their recoverable amounts. Recoverable
amounts are not determined using discounted cash flows. Reductions of
recoverable amounts are charged to the profit and loss account, except to the

extent that they reverse previous revaluation surpluses in respect of the same |

items, when they are charged to the revaluation reserve.

Construction in progress

Construction in progress represents costs incurred in the construction of
expressways and bridges. Costs comprise direct costs of construction as well as
interest charges and certain exchange differences related to funds borrowed
during the periods of construction, installation and testing. No provision for

depreciation is made on construction in progress until such time as the relevant

assets are completed and put into use.




2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Expressway operating rights

Expressway operating rights represent the rights to operate the expressways

and are stated at cost less accumulated amortisation.

Amortisation is provided on a straight-line basis over the periods of expressway

operating rights granted to the Company and its subsidiaries (i.e. 30 years).

Long term investments

Long term investments are non-trading investments in listed and unlisted securities

intended to be held on a long term basis.

Held-to-maturity securities are stated at cost plus or minus the cumulative
amortisation of the difference between the purchase price and the maturity
amount, less any provision for permanent diminutions considered necessary by
the directors, on an individual basis. The provision is recognised as an expense
immediately. The profit or loss on disposal of a held-to-maturity security is
accounted for in the period in which the disposal occurs and is the difference

between the net sales proceeds and the carrying amount of the security.

Unlisted equity securities are stated at cost, less any provisions for permanent
diminutions considered necessary by the directors, on an individual basis. The
. provision is recognised as an expense immediately. The profit or loss on disposal
of an unlisted security is accounted for in the period in which the disposal occurs
and is the difference between the net sales proceeds and the carrying amount

of the security.

Short term investments

Short term investments are investments in securities held for trading purposes
and are stated at their fair values on the basis of their quoted market prices at
the balance sheet date, on an individual investment basis. The gains or losses
arising from changes in the fair value of a security are credited or charged to the

income statement for the period in which they arise.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Revenue recognition

Revenue is recognised when it is probable that the economic benefits will flow
to the Group and when the revenue can be measured reliably, on the following

bases:
(a) toll revenue, net of any applicable revenue taxes, when received;

{b) on the sale of goods, when the significant risks and rewards of ownership
have been transferred to the buyers, provided that the Group maintains
neither managerial involvement to the degree usually associated with

ownership, nor effective control over the goods sold;

() on the rendering of services, based on the percentage of completion basis,
provided that this and the costs incurred as well as the estimated costs to
completion can be measured reliably. The stage of completion of a
transaction associated with the rendering of services is established by
reference to the costs incurred to date as compared to the total costs to be

incurred under the transaction;
(d) rental income, on a time proportion basis over the lease terms;

{e) interestincome, on a time proportion basis taking into account the principal

outstanding and the effective interest rate applicable; and

(f) dividends, when the shareholders’ right to receive payment is established.

Tax

PRC income tax is provided at rates applicable to enterprises in the PRC on
income for financial reporting purposes, adjusted for income and expense items
which are not assessable or deductible for income tax purposes, based on existing

PRC income tax legislation, practices and interpretations thereof.

Deferred tax is provided, using the liability method, on all significant timing
differences to the extent it is probable that the liability will crystallise in the

foreseeable future. A deferred tax asset is not recognised until its realisation is

assured beyond reasonable doubt.




SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Foreign currencies

The financial records of the Company and its subsidiaries are maintained and

the financial statements are stated in Renminbi {("Rmb").

Foreign currency transactions are recorded at the applicable rates of exchange
ruting at the transaction dates. Monetary assets and liabilities denominated in
foreign currencies at the balance sheet date are translated at the applicable
rates of exchange ruling at that date. Exchange differences are dealt with in the
income statement unless such exchange differences relate to funds borrowed
specifically for the financing of construction of expressways and bridges, in which
case they are capitalised to the extent that they can be regarded as an adjustment

to interest costs.

Capitalisation of borrowing costs

Borrowing costs directly attributable to the construction of expressways, tunnels
and bridges are capitalised as part of the cost of such assets when it is probable
that they will result in future economic benefits to the Group and the costs can
be measured reliably. Other borrowing costs are recognised as an expense in the

period in which they are incurred.

The amount of borrowing costs capitalised is determined by reference to the
actual borrowing costs incurred on funds borrowed specifically for the
construction of expressways, tunnels and bridges during the period, less any

investment income arising from the temporary investment of those borrowings.

Capitalisation of borrowing costs on funds borrowed specifically for the
construction of completed expressway sections ceases when the construction of

such expressway sections is completed and the section completed is capable of

commencing toll cperations.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Operating leases

Leases where substantially all the rewards and risks of ownership of assets remain
with the leasing company are accounted for as operating leases. Rentals applicable
to such operating leases are charged to the income statement on a straight-line

basis over the lease terms.

inventories

Inventories are stated at the lower of cost and net realisable value. Cost is
determined on the weighted average basis. Net realisable vaiue is based on
estimated selling prices less any further costs expected to be incurred 10

completion and disposal.

Related parties

Parties are considered to be related if one party has the ability, directly or indirectly,
to control the other party, or exercise significant influence over the other party
in making financial and operating decisions. Parties are also considered 1o be

related if they are subjected to common control or common significant influence:

Related parties may be individuals or corporate entities.

Cash equivalents

For the purpose of the consolidated cash flow statement, cash equivalents
represent short term highly liquid investments which are readily convertible into
known amounts of cash and which were within three months of maturity when
acquired, less advances from banks repayable within three months from the
date of the advance. For the purpose of balance sheet classification, cash

equivalents represent assets similar in nature to cash, which are not restricted as

10 use.




TURNOVER AND REVENUE

Turnover mainly represents toll income from the operation of expressways, the

value of advertising services rendered, and the value of road maintenance services

rendered, net of relevant revenue taxes.

An analysis of turnover and revenue is as follows:

Toll income
Advertising income
Road maintenance income

Others

Less: Revenue taxes

Turnover

Dividend income from unlisted
equity investments

Income on short term investments
in securities

Interest income

Rental income

Trailer income

Others

Other revenue

Revenue

1,219,672
15,878
5,130
15,582

1,256,262

(67.658)

1,188,604

153,566
73,195
7,098
6,821
2,208

242,888

1,431,492

1,087,672
5,859
6,971
9,918

1,110,420

(59,922)

1,050,498

107

77,577
79,579
4,893
4,309
1.063

167,528

1,218,026
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TURNOVER AND REVENUE (Continued)

The Company and its subsidiaries are subject to the following types of revenye

taxes:

— Business Tax (“BT"), levied at 5% on toil income and 3%-5% on other
services income;

— City Development Tax, levied at 1% to 7% of BT,

— Education Supplementary Tax, levied at 3.5% to 4% of BT, and

— Culture & Education Fees, levied at 3% on advertising income.

PROFIT FROM OPERATING ACTIVITIES

The Group's profit from operating activities is arrived at after charging/(crediting)

Depreciation 142,080 140,127
Operating lease rentals on land and buildings 930 526
Auditors’ remuneration 2,267 1.842
Staff costs:

Wages and salaries ' 51,593 48,865

Pension contributions 4,358 3,052
Amortization of deferred costs — 5,102
Amortization of expressway operating rights 8,700 8,700
Loss on disposal of fixed assets 5,595 3,028
Reduction of recoverable amount of fixed assets 42,239 —

.Change in fair values of long term

unlisted equity investments 5,783 —
Rental income (7,098) (4,893)
Exchange losses 35 182
Dividend income from unlisted

equity investments — (107)
Interest income (73,195) (79,579)

Income on short term investments in securities (152,633) (77,577




FINANCE COSTS

Interest on bank loans and other loans

wholly repayabte within five years 184,969 117,446
Interest on other loans 39,349 70,319
Total finance costs 224,318 187,765
interest capitalised (27,235) (14,843)

197,083 172,922
TAX

No Hong Kong profits tax has been provided as the Group had no taxable profits

in Hong Kong during the year.

The Group was subject to the Corporate Income Tax (the "CIT") levied at a rate
of 33% of taxable income based on income for financial reporting purposes

prepared in accordance with the laws and regulations in the PRC.

According to an approval from Zhejiang Provincial Local Tax Bureau dated February
12, 2001 and December 11, 2000, respectively, Shangsan Co and Advertising
Co were gualified for the exceptions under the category of “New enterprise
providing employment opportunities to redundant workers” as defined in the
relevant national tax rules, and therefore was entitled to an exemption from CIT

for three years starting from January 1, 1998 and January 1, 1999, respectively.

Pursuant to a directive issued by Zhejiang Provincial People’s Government in
1997, the Company was entitled to a refund from the Zhejiang Finance Bureau,

of an amount equal to 18% of its taxable income in respect of the CIT paid to

the taxation bureau.
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TAX (Continued)

On January 11, 2000, the State Council issued a directive, in respect of correcting
the finance refund policies adopted by local governments with effect from January

1, 2000.

However, a further directive was subsequently released by the Ministry of Finance
dated October 13, 2000, according to which listed companies can continue to
enjoy the "33% pay first, 18% refund later” policy until December 31, 2001.
Such beneficial treatment was not granted to subsidiaries, associates or jointly-

controlled entities of listed companies.

In this regard, the tax refunded and refundable represents the financial subsidies

received and receivable by the Company in respect of the year.

Group:
Tax charged 185,307 166,839
Qverprovision in prior year (1,474) (10,930)
Tax refunded/refundable (50,840) (82,966)
132,993 72,943
Deferred - note 29 39,755 {2,312)
Share of tax attributable to associates 6,074 7,443
Share of deferred tax attributable to an associate 6,302 —
Share of deferred tax attnibutable to a
jointiy-controlled entity 1,267 —
QOverprovision in an associate in pricr year — (6,264)
Tax charge for the year 186,391 71,810

There was no material unprovided deferred tax in respect of the year (1999: Nil).




NET PROFIT FROM ORDINARY ACTIVITIES ATTRIBUTABLE TO
SHAREHOLDERS

The net profit from ordinary activities attributable to shareholders dealt with in
the financial statements of the Company is Rmb504,441,000 (1999:
RmMb336,731,000).

DIRECTORS’ REMUNERATION

Directors’ remuneration disclosed pursuant to the Listing Rules and Section $161

of the Companies Ordinance is as follows:

Fees _ _

Other emoluments:

Salaries, allowances and benefits in kind 1,440 1,286
Bonuses paid and payable 477 —
1,917 1,286

The amount disclosed above include remuneration of HK$145,000 payable to
each of the twe independent non-executive directors (1999: HK$120,000), and
Rmb 5,000 payable to another independent non-executive directors (1999: Nil).
There were no other emoluments payable to the independent non-executive

directors during the year (1999: Nil).

The remuneration of the directors felt within the following band:

Nil to HK$1,000,000 11 9

There was no arrangement under which ‘a director waived or agreed to waive

any remuneration during the year.

N




10.

11.
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FIVE HIGHEST PAID EMPLOYEES

The five highest paid employees during the year inciuded five (1999: five) di'rectors,

details of whose remuneration are set out in note 8 above.

DIVIDENDS

Interim - Rmb0.02
(approximately HK0.0187) per share
(1999: RmbC.015
(approximately HK$0.014) per share) 86,862 65,147

Proposed final - RmbQ.07
{approximately HK0.065) per share
{1999: Rmb0.04
(approximately HK$0.037) per share) 304,018 173,725

390,880 238,872

EARNINGS PER SHARE

The calculation of basic earnings per share is based on the net profit from ordinary
activities attributable to sharenolders for the year of Rmb636,001,000 (1999:
Rmb548,311,000) and the 4,343,114,500 shares (1999: 4,343,114,500 shares)

in issue during the year.

Diluted earnings per share for the years ended December 31, 2000 and 1999

have not been calculated as no diluting event existed during these years.




12. FIXED ASSETS

Group

. G
Ararary §, 2000 A8 8i89% 26,807 8485 33328 177334 1817058 10900334
Redassificzuen - - 4,566 1,649 4899 11,9821 - -
Agaions - 28,509 1,119 - 18,782 5953 183000 1250833
Transfers - 2918589~ 7503 - - 2605 12,946802) 103
Reducion of recovaradie
Imount - 44,1601 - - - - - 184,180 ¢

Jrspasals - - 15,2041 2534 4o 12,348 - {14306
At Dacmber 31, 2000 37528 11029432 22,751 8,381 53,008 205,182 33346 12,091,218

120 deprecation:

. & a0uary |, 2000 33 194871 11,987 1220 8226 25,26 - 278,464
edassificanon -~ - 2,271 760 2337 8251 - -

Sucen urng e 17575 84,710 3217 3650 4788 2165 _ 122580
zoucton of fsrovEranie
Elarile - HENE — - - - - 11921

Sposas — - 54313 361 2,201 11,4931 - 921

1 Decemoer 31, 2002 33,08 277,780 13501 534 13,13¢ 46173 - {9412

Nzt ook iz

A1 Decamber 31, 2000 dqens NEN 198,260 4337 33878 153,383 $336 11681806
1669 5 8 19620 s 34 5L78 BT
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13. INTERESTS IN SUBSIDIARIES

Unlisted shares, at cost 3,555,304 3,196,754
Due from subsidiaries 4,099 28,175
Due to subsidiaries (9,835)  (13,805)

3,549,568 3,211,124

The amounts due from/to subsidiaries are unsecured, interest-free and have no

fixed terms of repayments.

Particulars of the Company’s subsidiaries, all of which are directly held, are as

follows:

Zhejiang Yuhang Note 1 75,223,000 51% Construction and
Expressway management of the
Co, L Yuhang Section of
("Yuhang Co") | : the Shanghai- Hangzhou

Expressway

Zhejiang Jiaxing Note 2  1,859,200,000 84.19% Construction and
Expressway management of the
Co, Ld. : Jiaxing Section of
("Jiaxing Co™) the Shanghai-Hangzhou

Expressway




NoTES TO FINANCIAL STATEMENTS (Cont'd)

L Rmb 000 TR I e TR

| Un!istéd shares, atcost  — — 126,500 208'),(500':;’?
Share of net assets o L o ‘
other than goodwill 167,316 231,439 f— =
® | : 167,316 231,439 126,500 208,000 ..

The Group’s share of post-acquisition accumulated reserves of the associates at
December 31, 2000 was Rmb40,816,000 (1999: Rmb23,439,000). o

Particulars of the associates, which are directly held by the Company, are as

follows:
2artaniage -
Siaca of BRGNS “
3usiness czgistration R REREE
“ame sructure 3nd acerations i ms Semun Semrmg st o
. Zhejiang Expressway Corporate the PRC 50% 50%  Constructing and
Petroleum operating of gas.
Development : , stations and the sale
. Co,ld of petroleum products
("Petroleum Co") o
JoinHands Technology -~ Corporate the PRC 30% —  Development and. ; »
- (o, td ’ application of
i {“JoinHands ‘ . corﬁputer -
 Technology”) technologies

The financial statements of the above associates are coterminous with those 0

Come

' o S the Group. The consolidated financial statements have been adjusted for material

e transactions between the associates and the Group companies,"




16. EXPRESSWAY OPERATING RIGHTS

Lt - e B

e  Amb’000

Cost: _ ) - '

At January 1, and December 31, 2000 261,000 208,000 )
Amortisation:

At January 1, 2000 20,255 18,488

Provided during the year 8,700 6,934

At December 31, 2000 28,955 - 25,422 ;
Net book value:

At December 31, 2000 232,045 182,578

At December 31, 1999 240,745 189,512




NoTEs TO FINANCIAL STATEMENTS (conte}

~ amb600

Held-to-maturity securities 30,000 30000 . 30000
Unlisted equity investments, . - o
o at fair value 2867 . 8650 . —

32,867 38,650 30,000

Short term investments

Group Coroany |
2000 ) 2060 |
Rmb000 i Rmb'200 |
Marketable securities, ,
at market value )
. ' — PRC 377,965 1,083,394 . 180,294.

377,965 1,083,394 180,294

Rmb1,082,974,000).




19.

Group and Company - '

2000 T
Rmb'000
Interest receivable in respect of the :
held-to-maturity securities 6,450 3.870
6,450 3,870

The interest receivable will be settled upon the expiring of the held-to-maturity

securities.

TRADE RECEIVABLES

Group and Company
2000 I

Rmb’'C00

Trade receivables 19,202 4,749

The aging analysis of trade receivables as at December 31, 2000 and 1999 are

as follows:
Group and Company
2000
Rmb'000 SMolll
Within 1 year : 18,162 1,917
1 to 2 years - 208 2,832
2 10 3 years 832 —

19,202 4,749




i NoTes To FINANCIAL STATEMENTS (conta)

20. OTHER RECEIVABLES *

Femoin
SEAPARES)

g
CRmod00 - - 1 S
Prepayments 45214 77,680 - 3,637 1832 .o o
Other debtors 238,817 129,598 174,037 . 11,735 T
Profits tax refundable 12,560 58,971 12,560 23,333
’ 296,591 266,249 190,234 36,900

Cther debtors include a trust deposit of Rmb150,000,000 with Huaxia Bank,
Hangzhou Branch (1999: Nil).

21. CASH, CASH EQUIVALENTS AND TIME DEPOSITS

rCuQ limuany

‘ Cash and bank balances 320,304 300,247 161,078 179,547
. | Time depaosits 1,394,030 1,068,426 1,179,182 1,068,426 |

1,714,334 1,368,673 1,340,260 1,247,973

22. TRADE PAYABLES

Trade payables 204,559 226,895 13,118 7,315




23.

24,

The aging analysis of trade payables as at December 31, 2000 and .1999'aré'

12, TRADE PAYABLES (Continued)

follows:
Group Ccmparz‘y -
2000 z 2500 .
~0'200 2mo's0e
Within 1 year 200,761 190,908 12,113 6,823
1 to 2 years 3,798 35,987 1,005 492
204,559 226,895 13,118 7.315
OTHER PAYABLES AND ACCRUALS
Group Zomoany
2900 2990
\3hEs *mo' 000 2mb’000
Accruals 89,943 130,653 42,769 99,859
Other payables 126,448 94,824 84,222 65,047
Due to related parties 27 92,304 88,449 92,304 88,449
Due to the holding
company 28 4,809 36,647 4,809 5,747
Proposed final dividend 10 304,018 173,725 304,018 173,725
617,522 524,298 528,122 432,827

INTEREST-BEARING BANK AND OTHER BORROWINGS

w
3
o

el
0

- N
LImgany

bhalals)
FARY

Current portion of bank

and other borrowings 25 1,831,817

1,831,817

1,106,425 1,320,376 1,010,956

1106425 1320376 1010956

as -




* Bank loans: o s - T
Secured . — 30,000 - =
“ Unsecured 1,230,000 1,140,000 800,000 1,090,000 ...~ -

1,230,000 1 , 170,000 800,000 i ,090,000
Other loans: "
Unsecured 2,016,598 1 989,897 808,902 894,430 E §

3,246,598 3,159,897 1,608,902  1,984,49p

Bank loans repayabie: .
Within one year 970,000 910,000 540,000 830,000

In the second year 160,000 100,000 160,000 100,000
In the third to S

fifth years, inclusive 100,000 160,000 100,000 160,000 ‘
Beyond five years - — - —

230,000 1,170,000 800,000 1090000 -

Other loans repayable:

Within one year 860,817 196,425 780,376 180,956
in the second year 80,646 138,282 9,487 72,302
In the third to

fifth vears, inclusive 407,682 643,038 — 252,767
Beyond five years 666,453 1,012,152 19,039 388,465

2016598 1989897 808,902  gosdeg

Portion classified as current RS
liabilities - note 24 (1.831,817) (1,106,425) (1.320,376) (1,010,956) ...

Long term portion 1414781 2053472 288526 973534

The bank loans are unsecured and bear interest at rates ranging from 5.022% to 5.94%‘“‘ S
. per annum. ' o

QOther loans are unsecured and bear interest at rates ranging from 3% to 8.66% per annum,




" 26. LONG TERM BONDS "

28.

29.

Long term bonds

200,000

The balance is unsecured, bears interest at rate of 3.78% per annum and is

repayable in 3 years.

. AMOUNTS DUE TO RELATED PARTIES

The amounts due to related parties are unsecured, interest-free and have no

fixed terms of repayment.

AMOUNT DUE TO THE HOLDING COMPANY

The amount due to the holding company is unsecured, interest-free and has no

fixed terms of repayment.

DEFERRED TAX

Group Company
2000 e 2000
Rmb’000 Rmb'500
Balance at beginning of year 3,346 5,658 3,346 5,658
Charge/(credit) for o
the year - note 6 39,755 (2,312) 18,309 (2,312)
At December 31 43,101 3,346 21,655 3,346

The deferred tax of the Group and the Company arose from differences in

accounting profit of these financial statements prepared under HKSSAP, and the

taxable income based on income for financial reporting purposes prepared in

accordance with the laws and regulations in the PRC.




t5 TO FINANCIAL DTATEME®TS (cont'd)

HARE CA

PITAL:

) , ,B?gisteréd, issued and

bfully paid: .
Domestic shares ) s
of Rmb1.00 esch 2909260000 2909260000  2,909260
‘ ~ HSharesof - KR
© Rmbl00each LA 1433854500 1433855

433114500 4343114500 4383115

The domestic shares are not currently listed on any stock exchéhég;?

The H Shares have been listed on the Hong Kong Stock Exchénge since May.15;
1997, and were further admitted to the Official List on May 5, 2000. Dealings

on the London Stock Exchange Limited commenced on the samé‘d'a"y.-

All the domestic shares and H Shares rank pari p‘assu with each bther_ a

dividends and voting rights.




31. RESERVES

232003 Ve
=5 =35 200 me 290 ma 930 T

Group
At January 1, 1999 (317.247) 80,606 40,303 347311 3,796,055
Goodwill arsing on

acquisition of additional

interests in a subsidiary (14,769) — - —  {14,769)
Net profit for the year - - — 548311 5483MN
Transfer from/(to) reserves — 102,384 42553 (144,937) -
Dividends - note 10 — - —  (238872) (238872)
At December 31, 1999

and beginning of year (332,016) 182,990 82,856 511,813 4,090,725
Goodwill arising on

acquisition of additional

interests in a subsidiary (18,315) — - —  (18315)
Goodwill arising on

acquisition of an associate 2,529) — — — {2,529)
Net profit for the year - - — 636,001 636,001
Transferred from/to) reserves - 102,04 45146 (147,187) -
Dividends - note 10 - — —  (390,880) (390,880)
At December 31, 2000 (352,860) 285,031 128,002 609,747 4,315,002




. 31. RESERVES (Continued) -

EREIE Jaowar L isry

Zramiym eeguth s swfzrr o latnes

Jceount ‘sarve creimd R Teabng

s - Amed00  Areis el et imenpe
Company
Balance at January 1,1999 3,645,082 — 63,595 31,797 291,951 4,032,425
Net profit for the year - - - - 336,731 33731
Transferred from/(to) reserves - — 52,316 26,159 (78475) ' -
Dividends - note 10 - — — —  {238872) (238872
At December 31, 1999
and beginning of year 3,645,082 — 15 57,95 311,335 4130284
Net profit for the year - - — — 504441 504441
Transferred from/(to) reserves — - 57,063 28531 (85,584) -
Dividends - note 10 - - - — (390,380) (390,880)
At December 31, 2000 3,645,082 - 172974 86,487 339,302 4243845

In accordance with the Company Law of the PRC and the respective articles of
association of the Company, its subsidiaries, associates and jointly-controlled
entity (collectively the “Entities”), the Entities are required to allocate 10% of

their profit after taxation, as determined in accordance with the PRC accounting

standards and regulations applicable to the Entities, to the statutory surplus

reserve (the “SSR”) until such reserve reaches 50% of the registered capital of - .. :‘

the Entities. Subject to certain restrictions set out in the Company Law of the
PRC and the Entities’ articles of association, part of the SSR may be converted to

increase the Entities’ share capital.

In addition, Shangsan Co and Advertising Co were required by the relevant tax

authorities to transfer the CIT waived for 1999 to their respective SSR accountin-

2000. The transfer has been incorporated in these financial statements. ™ ... .=




31. RESERVES (Continued) -

In accordance with the Company Law of the PRC, the Entirties'arre feqﬁiféd >1v:‘o: B
transfer 5% to 10% of their profit after taxation, as determined in accordance
with PRC accounting standards and regulations applicable to the Entities, to the
statutory public welfare fund (the “PWF"), which is a non-distributable reserve
other than in the event of the liquidation of the Entities. The PWF must be used
for capital exbenditure on staff welfare facilities and these facilities remain as - e

properties of the Entities.

. The directors of the Company have proposed to transfer Rmb57,063,000 and
Rmb28,531,000 to the SSR and the PWF, respectively. This represents 15% of
the Company’s profit after taxation of Rmb570,629,000 determined in
accordance with the PRC accounting standards. The transfer to the PWF is subject

to shareholders’ approval at the forthcoming annual general meeting.

' According to the relevant regulations in the PRC, the amount of profit available
for distribution is the lower of the amount determined under the PRC accounting
standards and the amount determined in accordance with HKSSAP and

accounting principles generally accepted in Hong Kong.

As at December 31, 2000, the Company had reserves of approximately
Rmb339,302,000 available for distribution by way of cash or in kind.

. ' As at December 31, 2000, in accordance with the Company Law of the PRC, the
amount of approximately Rmb3,633,159,000 standing to the credit of the

Company’s share premium account prepared in accordance with the PRC

accounting standards was available for distribution by way of capitalisation issues.
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32. NOTES TO THE CASH FLOW STATEMENT ~ -
@ Ré"co‘nci!ialfioh of proflt from bberatinéhéctivi'ties to net ca'slﬁ'i;i.ﬂdw,_f'rqm

operating activities: : N R R

Rmp'0a0 -T“’
Profit from operating activities : 1,042,768 856,915

Depreciation 142,080 140,127

‘ Amortisation of deferred costs —_ 5,102

Amortisation of expressway ' ,

operating rights 8,700 8,700

interest income (73,195) (79,579)

Loss on disposal of fixed assets 5,595 3,028

Reduction of recoverable amount
of fixed assets 42,239 —

Change in fair values of long term

unlisted investments © 5,783 —
Decrease in inventories 331 - 802
Decrease/(increase) in trade receivabies (14,453) 6,811
Decrease/(increase) in other debtors (103,279) 44,342
Increase in long term receivables (2,580) (2,580)

. ' | Decrease in trade payables (12,027) (4,126)

Increase/(decrease) in amount )

due to the holding company (31,838) 33,202
Decrease in amounts ' ‘

due from related parties, net — 119
Increase/(decrease) in other taxes payable 5,268 (6,687)
Increase in other payables 31,624 35252 . -
Increase/(decrease) in accruals (6.803) 6,400 .
Increase in balance with an associate 90 SRR

Net cash inflow from e
operating activities 1,040,303 1,047,828

prre




52. NOTES TO THE CASH FLOW STATEMENT (Continued)

(b) Analysis of changes in ﬁnancin'g'"a&r'i'ng the year‘;'

Lang term 2ank and ‘Mincrity

3onds other loans ‘interests
Rmb'000 Rmb’000 Amb0C0
Balance at January 1, 1999 — 2,266,774 1,245,782
Cash inflow from financing — 893,123 217,769
. Arising from dilution of minority e
interests — —  (93,710) :
Dividends paid tc mincrity interests — — (6,840) | N
Profit attributable to |
minority interesté — — 86,431
Balance at December 31, 1999 SR
and January 1, 2000 ' — 3,159,897 1,449,432
Cash inflow from financing 200,000 86,701 176,381
Arising from dilution of minority ‘
interests — — (154,485)
Dividends paid to minority
interests : — — (33,329
‘ | Profit attributable to
minority interests | — — 57,360 .

Balance at December 31, 2000 200,000 3,246,598 1,495,364




*. 2000 -

Rmb’000

T tontfédéd,‘but not providéd for:
- Construction of expressways
~ - Proposed investments in

— _i“SAHangs’an Co
Others

Authorised, but not contracted for:

- Construction of expressways

622,684

485,000
1,886

2,500,980

3,610,550

77619

18,397

2,467,163

3,251,679

356,012

485,000
- 1,886

898,182

1,741,080
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34. DIFFERENCES IN FINANCIAL STATEMENTS PREPARED UNDER PRC AND
HONG KONG ACCOUNTING STANDARDS

Net assets
rofit after taxation as at December 31
2000 i 2000 3
Rme'000 el Rmb'000 el
As reparted in statutory accounts 642,023 615,742 8,881,679 8,694,253 7
HKSSAP adjustments:
. @  Goodwil 35,885 33,016 (251,622) (267,395)
(o) Provision for deficit arising on
the disposal of staff quarters - — (15,300} (15,300)
() Interest on H shares subscription
monies, net of deferred tax {2,484) {6,135) 4310 6,794
{d)  Depreciation provided, net of
deferred tax {26,241) 67 {14,733) 6,592
(&)  Difference in share premium
during establishment - - 11,923 11,923
{f)  Profits tax refundable 12,560 (7,230) 8,873 (3,687)
{g) Restatement of short term
. Investments in securities at market
value, net of deferred tax 38,868 (19,133) 35,967 -
{h)  Recognition of tax exemption -17,805 17,19 6,964 -
{i)  General provision on trade receivables
and other debts 5.548 — 3,450 —
{)  Reduction of recoverable amount
of fixed assets,
net of deferred tax (28,300) — (14,433) —
(k) Others (2,303) 1,221 39 660
As restated in the financial statements 693,361 634,742 8,658,117 8,433,840




NOTES TO FINANCIAL STATEMENTS (conva)

35.

36.

December 31, 2000

ULTIMATE HOLDING COMPANY

In the opinion of the directors of the Company, the ultimate holding company
of the Company is Zhejiang Provincial High Class Highway Investment Company
Limited ("Provincial Investment Co”), a state-owned enterprise established in
the PRC.

RELATED PARTY TRANSACTIONS

The following is a summary of significant related party transactions carried out
in the ordinary course of business between the Company and certain government

bodies in the year.

Under the reorganisation agreement, Provincial Investment Co gave a number
of undertakings to the Company, including a non-co‘mpetition undertaking, a
tax indemnity, and an indemnity against losses incurred, which were not expressly
transferred to the Company pursuant to the recrganisation and general indemnity
provisions against any breach of representation warranty and undertakings

contained in the agreement.

The World Bank provided financing for the construction of the Hangzhou-Ningbo
Expressway through the Ministry of Finance and the Zhejiang Provincial
Expressway Executive Commission (the “Executive Commission”), which was
responsible for the control of the construction and the management of the
Hangzhou-Ningbo Expressway. The repayment responsibility for the financing
provided for the Hangzhou-Ningbo Expressway, which amounted to
US$97,733,910 as at December 31, 2000, was assumed by the Company.

Pursuant to a supplemental agreement dated April 18, 1997, the Company,
Provincial Investment Co, and the Executive Commission have agreed that the
Company will take over the repayment responsibilities under the reorganisation
agreement in respect of the World Bank financing. An appropriate agreement
was entered into between the Company and the Executive Commission, pursuant

to which the Company will be charged the same rate of interest as that charged

to the Executive Commission.




36. RELATED PARTY TRANSACTIONS (Continued)

A contract between the Company and the Executive Commission was reached
dated March 24, 1997 whereby the Executive Commission will enter into a
number of contracts relating to Contract No. 8 of the Hangzhou-Ningbo
Expressway on behalf of the Company, for the purpose of upgrading the
Operating Systems (as defined in the section “Operation of the Expressway” of
the prospectus dated May 5, 1997) of the Hangzhou-Ningbo Expressway. The
Company has to take the benefit of these contracts and assume the repayment
obligations for any drawdown on the World Bank funding in respect of Contract
. No. 8. Accordingly, the Company has included fixed assets of Rmb 108,524,000,
liabilities of Rmb89,346,000 and the repayment cbligation on the World Bank
funding of US$2,317,000 (equivalent to Rmb 19,178,000 approximately) as at

December 31, 2000, respectively, in these financial statements.

37. SUBSEQUENT EVENTS

As of January 10, 2001, the board of directors announced that the Company
intended to apply to the China Securities Regulatory Commission and the
Shanghai Stock Exchange of the PRC for the issue and placement of A Shares
(the "A Share Issue”). The new placement will be completed in the first half of
20017 and the number of A Shares to be issued will not be more than 300,000,000.

. The net proceeds from the A Share Issue anticipated by the directors of the
Company will amount to not less than Rmb1 billion and will be used for the

following purposes:

(1) approximately Rmb1,285 million will be used for funding the construction
to widen the Shenshi to Guzhu Section of the Shanghai-Hangzhou-Ningbo

Expressway;

(2) the balance of the net proceeds will be used for funding the acquisition of
an additional 18.4% equity interests in Shangsan Co from Huajian
Transportation Economic Development Center, a state-owned enterprise
established in the PRC, at an estimated cash consideration of Rmb485 miliion.

The share transfer proposal was dually signed on February 2, 2001; and

(3) if the net proceeds from the A Share Issue are not sufficient for funding the

above projects/transaction, internal resources and/or bank loans will be used.

R




NoTES TO FINANCIAL STATEMENTS (conts;

38.

39.

December 31, 2000

COMPARATIVE AMOUNTS

Certain comparative amounts have been reclassified to conform with the current

year's presentation.

APPROVAL OF FINANCIAL STATEMENTS

The financial statements were approved by the board of directors on March s,
2007,

{
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HIRRERELEERNARLF
ZHEJIANG EXPRESSWAY CO., LTD.

(a joint stock limited company incorporated in the People’s Republic of China with limited liability)

Proxy Form for Annual General Meeting

Number of Shares related H Shares/Domestic
to this proxy form oe Shares*

| (We) nore 2
of
being the holder(s) of fore 7
H Share(syDomestic Share(s)* of Zhejiang Expressway Co., Ltd. (the “Company"”) now appoint o ¥

( 1.D. No.: of Jor, failing him, the chairman

of the meeting as my (our) proxy to attend and vote for me (us) on the ordinary resolutions in accordance with the instruction(s) below and on
my (our) behalf at the annual general meeting of the Company ("AGM”) to be heid at 10:00 a.m. on April 26, 2001 at 18th Floor, Zhejiang
World Trade Center, 15 Shuguang Road, Hangzhou 310007, the People’s Republic of China (“the PRC") for the purpose of considering and,
if thought fit, passing those resolutions as set out in the notice convening the said meeting. In the absence of any indication, the proxy may
vote for or against the resolution at his own discretion o4,

Ordinary Resolutions: For nore 4 Against (o9
1. To consider and approve the report of the directors of the Company for the year ended December
31, 2000.

2. To consider and approve the report of the supervisory committee of the Company for the year
ended December 31, 2000,

3. To consider and approve the audited financial statements of the Company for the year ended
December 31, 2000,

4. To consider and approve the proposed distribution of profits and the final dividend of the
Company for the year ended December 31, 2000,

5. To consider and approve the budget plan of the Company for the year ending December 31,
2001.

6. To consider and approve the re-appointment of Ernst & Young as the international auditors of
the Company and Zhejiang Pan-China Certified Public Accountants as the PRC auditors of the
Company and to authorize the board of directors of the Company to fix their respective
remuneration.

Date: 2001 Signature: frote 5

Notes:

1. Please insert the number of share(s) registered in your name(s) relating to this form of proxy. If no number is inserted, this form of proxy will be deemed to
relate to the all of the shares in the capital of the Company registered in your name(s).

2. Please insert full name(s) and address(es) in BLOCK LETTETRS.

3. Please insert the name and address of your proxy. If this is feft blank, the chairman of the AGM will act as your proxy. Cne or more proxies, who may not be
member(s) of the Company, may be appointed to attend and vote in the meeting provided that such proxies must attend the meeting in person on your
behalf. Any alteration made to this proxy form must be signed by the signatory.

4. Attention: If you wish to vote FOR any resolution, please indicate with a “N* in the appropriate space under “For”. If you wish to vote AGAINST any resolution,
please indicate with a “¥" in the appropriate space under “Against”. In the absence of any such indication, the proxy will vote or abstain at his discretion,

5. This form of proxy must be signed under hand by you or your attorney duly authorized in that behalf. If the appointor is a corporation, this form must be
signed under its common seal or under hand by any directors or agents duly appointed by such corporation.

6. This form of proxy together with the power of attorney or other authorization document(s) which have been notarised, must be delivered, in the case of a
holder of Domestic Share(s), to the Company at 19th Floor, Zhejiang World Trade Center, 15 Shuguang Road, Hangzhou 310007, People’s Republic of China
and in the case of a holder of H Share(s), to Hong Kong Registrars Limited at 2/F Vicwood Plaza, 199 Des Voeux Road Central, Hong Kong, at least 24 hours
before the time designated for the holding. of the AGM.

*  Please delete as appropriate.




HIENARELHERERLF
ZHEJIANG EXPRESSWAY CO., LTD.

(@ joint stock limited company incorporated in the People’s Republic of China with limited liability)

Reply Slip for Annual General Meeting

{We)

of ,

Telephone number: and Fax number: \

being the holder(s) of H Share(s)/Domestic Share(s)*

of Zhejiang Expressway Co., Ltd. (the “Company”) hereby confirm that liwe) wish to attend or appoint a proxy to attend (on
my(our) behalf) the annual general meeting ("AGM") to be held at 10:00 a.m. on April 26, 2001 at 18th Fioor, Zhejiang World
Trade Center, 15 Shuguang Road, Hangzhou 310007, the People’s Republic of China {the “PRC").

Signature:

Date:

Note: Eligible shareholders who wish to attend the AGM are advised to complete and return this reply slip to the Company at 19th Floor
Zhejiang World Trade Center, 15 Shuguang Road, Hangzhou 310007, the PRC by post or by facsimile (Fax no.: (+86)-571-7950329 )
such that the same shall be received by the Company on or before April 6, 2000. Failure to sign and return this reply slip, however, will
not preclude an eligible shareholder from attending the AGM.

* Please delete as appropriate.
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Financial Highlights

Consolidated
Year ended 31st December
1999 1998
Rmb’000 Rmb'000
Turnover 1,050,498 655,069
Profit from operating activities 856,915 622,859
Net profit from ordinary activities attributable to shareholders 548,311 404,391
Earnings per share 12.62 cents 9.31 cents
Total liabilities
(excluding minority interests) 4,042,416 3,609,038
Total assets 13,925,688 - 12,993,990
Total liabilities-to-assets-ratio 29.03% 27.77%

Due to the adoption of the revised Hong Kong Statements of Standard Accounting Practice (“HKSSAP”) during

the current year, the presentation of the above figures has been revised to comply with the new requirements.

Accordingly, certain comparative amounts have been reclassified to conform with the current year's presentation.

In addition, a restatement of the carrying values of the Group’s and the Company’s short term investments in
. securities to their fair values (i.e. the market price) as at 31 December, 1998 was made in accordance with the
newly adopted HKSSAP 24. The restatement has retrospectively increased the Group’s profit from operating

activities for the year ended 31 December, 1998 by Rmb19,133,000 (net of deferred tax).




Create and Share values

| Nurture talents people
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Company Profile

Zhejiang Expressway Co., Ltd. (the “Company”) was established on 1 March 1997 as an infrastructure company
focusing on toll road operations. The H shares of the Company (“H Shares”) were subsequently listed on The
Stock Exchange of Hong Kong Limited (the “Stock Exchange”) on 15 May 1997.

The Company and its subsidiaries are principally engaged in investing in, constructing and managing high grade
roads. They also operate certain ancillary business, such as automobile servicing, operation of gas stations and bill

board advertising along expressways.

It is the intention of the Company to become a leading PRC infrastructure investment company by 2010 with the

mission to “nurture talents, create and share values”.

Set out below is the corporate and business structure of the Company, its principal subsidiaries, an associated and

a jointly-controlled entity (the “Group”).

vt | |- Provical
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Notes:
“Advertising Co” means Zhejiang Expressway Advertising Co., Ltd.
“Gaotong Co” means Zhejiang Gaotong Stone Development Co., Ltd.
" Jiaxing Co” means Zhejiang liaxing Expressway Co., Ltd.
"Petroleum Co” means Zhejiang Expressway Petroleum Development Co., Ltd.
“Provincial
Investment Co” means Zhejiang Provincial High Class Highway Investment Company Limited
“Shangsan Co"” means Zhejiang Shangsan Expressway Co., Ltd.
“Shida Co” means Hangzhou Shida Highway Co., Ltd.
“Yuhang Co” means Zhejiang Yuhang Expressway Co., Ltd.
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Review of Major Corporate Events in 1999

January 1, 1999
The Company's office was moved to Zhejiang World Trade Centre to create a better working environment for the

benefit of its staff.

February 3, 1999
The Chairman attended several presentations in London of Chinese overseas-listed companies organised by the

China Securities Regulatory Commission.

February 25, 1999
. The 1998 annual results were announced.

May 6, 1999
The 1998 annual general meeting was convened. -

June 28, 1999
The Company and Xinchang County Transport Development Company (“Xinchang Transport”) entered into an
agreement for the acquisition of the latter's 4% ownership interest in Shangsan Co, thereby increasing the

Company's interest in Shangsan Co from 51% to 55%.

July 1, 1999
Toll rates of the Shanghai-Hangzhou-Ningbo Expressway were increased pursuant to the approval granted by

Zhejiang Provincial Government.

. August 5, 1999

The 1999 interim results were announed.

August 20, 1999
The Company and Hangzhou Highway Development Ce., Ltd. entered into an agreement to establish a jointly-
controlled entity, Shida Co, for the development and operation of the Shida Road project.

September 20, 1999
An extraordinary general meeting was convened to approve payment of the interim dividend.

November 22, 1999
The 1998 annual report was awarded an Honourable Mention for the 1999 Best Annual Reports Competition

organised by the Hong Kong Management Association.




Chairman’s Statement

it has only been three vears since the incorporation of Zhejiang Expressway
Co., Ltd. We have been committed to maximising the value of
shareholders’ investment during these three years, and have achieved
satisfactory results with profit attributable to shareholders growing at an
annual compounded rate of 22.8 per cent. In 1998, the Company became
an index constituent stock of the “Hang Seng Index 100", In a survey
conducted by Asiamoney magazine, the Company was regarded by fund
managers as one of the top 10 overall best managed companies in China
in 1999. We believe we have well achieved the targets which we set
ourselves three years ago. However, we shall strive for further

improvement.

Our Vision and Mission

Since the second half of 1999, the Board of Directors, management, and
external management consuitants of the Company have reviewed and
discussed about the Company’s future strategies and management. After
a thorough study of the toll road industry, its operating environment and
the Company’s resources, the Company has arrived at the vision of
becoming a leading infrastructure investment company in China by 2010.

The Company’s mission is to nurture talents, create and share values.

We believe the toll road industry still has great potential for growth in
the coming decade. With the gradual maturing of business practices and
the reduction of abstacles to cross-regional operations, inter-regional toll
road operators are expected to emerge. Hence, the patterns and level of
the returns to the toll road industry would increasingly hinge upon the

competitiveness of individual operators.




Demand for infrastructure boosted by the rapid growth of the PRC economy and the State incentive policy has
also resulted in the continued rapid growth of the infrastructure industry. The crucial resources and core competence
relating to the toll road industry may be extended to other infrastructure businesses. By expanding from expressway

operations into the infrastructure business, the Company will be better positioned to seize more opportunities for

growth.

The Company believes that the recruitment, training, and retention of high calibre individuals is critical in an
increasingly competitive business environment. With this in mind, the Company’s mission is to nurture talents,
create and share values with its shareholders, customers, partners, staff and the community with the ultimate

objective to maximise the value of shareholders’ investment.

Furthermore, business ethics and corporate social responsibility are increasingly becoming a concern to the general
public. Not only are business interests given due consideration, more attention is also given to the business impact

on our environment.

Operating Environment

Given the dwindling impact of the Asian financial turmoil on the regional economies and the economic recovery

in these countries, 1999 witnessed a marked improvement in the overall operating environment.

- Macro Environment

In 1999, the PRC economy continued to grow rapidly and provinces neighbouring Zhejiang Province were
economically active. In particular, Zhejiang Province had one of the highest GDP growth rates in the PRC
with an outstanding economic performance. The satisfactory economic growth in neighboring provinces

also provided momentum to the Company's toll road operations.

In 1999, China saw a moderate increase in its foreign reserves as well as stability in the Renminbi exchange
rate. In the second half of the year, there was a rebound in PRC foreign trade and export, resulting in a
healthy state of PRC international balance of payments. In addition, Zhejiang Province, being ranked well

above the national average in terms of growth of import and export trade, helped to bring about a surge in

the road traffic volume.




Chairman’s Statement (cont'd)

Pursuant to the approval granted by Zhejiang Provincial ‘Govemment,
we increased fer the first time the distance-based toll rate for Class
1 vehicles using the Shanghai-Hangzhou-Ningbo Expressway on 1
july, 1899. The overall increase is slightly higher than the
compounded annual growth rate of the PRC Retail Price Index (4.2

per cent) for the preceding three calendar years (1996-1998).

- Highway Law Amendment

At the end of October 1999, the PRC Highway Law was amended,
pursuant to which, the State will levy taxes instead of imposing
road construction and maintenance fees in order to raise capital for
road construction and maintenance. We believe that the amended
Highway Law, generally being beneficial to the toll road business,
will not only facilitate the standardisation and legalisation of the
toll road operating rights, but will also be conducive to the
investment environment. Furthermore, the Directors expect that the
imminent abolition of such charges and other vehicle-related charges
will stimuiate private automaobile consumption, which will, in turn,

boost the traffic volume of the Group’s toll roads.

- WTO Membership

‘The PRC and the US signed a bilateral agreement on 15 November,
1999 whereby the PRC is likely to join the World Trade Organisation
("WTQO") in 2000. In the long term, the PRC's WTO membership
will be conducive to the PRC economy as PRC enterprises will have
to improve their competitiveness. This will in turn increase the overall
economic efficiency and give impetus to the continued economic
growth, all of which should stimulate further growth in traffic

volumes of the expressways.




We believe that the eventual PRC entry to the WTO will promote foreign trade. With the Shanghai-Hangzhou-
Ningbo Expressway being strategically located, the Group will accordingly benefit from such development.
Furthermore, we expect that the gradual tariff reduction in respect of automaobiles will increase the

consumption of cars, which will further boost highway traffic flows.

The PRC's WTO membership will prompt drastic changes in the operating environment as enterprises will
have to place more emphasis on efficiency and cost effectiveness, reduce inventory costs and increase
productivity. As a result, there will be a higher demand for transportation, in particular, the expressways
offering faster and safer services and other infrastructures. This will accelerate the development of the
infrastructure industry and give rise to the emergence of a modern logistics industry in the PRC, thereby

offering greater challenges and opportunities to us.

- Technological Developments

The rapid change in modern technological development and in particular, the proliferation of the modern
informaticn technology applications have revolutionalized the livelihood of business, society, and the individual.
. We are now paying more attention to information and knowledge, with the belief that an era of a knowledge
: economy will come about in the 21st century. Faced with such challenge, we will have to enhance the
application of modern technology and to increase the amount of technological investment in our services,

with a view to improve management and upgrade the quality of services provided.

The 21st Century

2000 is a crucial year. According to most astronomers, 2000 marks the end of the 20th century, and to ordinary
people, 2000 heralds the beginning of a new millennium. Others believe that 2000 is a transitional year from the

20th century to the 21st century. We prefer the latter concept, as we will spend the year preparing for all the

challenges ahead in the millennium.




Chairman’s Statement (cont'd)

- Strategies

Maximisation of the shareholders’ value is our main concern and our ultimate goal. We believe that increasing
shareholders’ return and the continued growth are the two key elements that drives up shareholders’ value.

To increase shareholders’ return and to realize continued growth, our strategies are as follows:

e  Emphasise Core Business

Highway operation will remain our core business and focus, with emphasis on developing certain
selected areas along the supply chain of the toll road business. We will capitalise on our competitive
strengths and establish a reputation of being “a toll road specialist” by increasing our customer research,
improving our business processes, setting up a quality assurance system and establishing a client-

oriented toll road operating system.

e Develop Road-Related Business

We will maintain our presence in the toll road business in Zhejiang Province and continue to develop
the road-related business. By leveraging on our established core competence, we will seek appropriate
investment opportunities that meet our requirements of return and growth in the PRC infrastructure

industry.

* |dentify and Acquire New Projects

We will strengthen our industry research, project development and financial engineering. At the same
time, we will actively look for existing and proposed infrastructure projects that meet our requirements

for high project growth.

¢  Broaden Scope of Cooperation and Strategic Alliances

R

We will continue to broaden the scope of cooperation and partnership with local governments, financial

and academic institutions and seek strategic alliances in different sectors of the infrastructure industry.

~10




- Strategic Implementation .

We understand that the formulation of good strategies is only one aspect of realizing our long-term goal. In
addition, we also realise that good corporate governance, an efficient organisational system, effective human
resourcing system, and a vibrant corporate culture are also necessary for the effective implementation of our

strategies.

« Strengthen Corporate Governance

. The respective number of independent directors and independent supervisors in the newly-formed

Board of Directors and Supervisory Committee have been increased at the end of February 2000. We !
have also established an Audit Committee under the Board of Directors to review and supervise the |
Company's financial reporting process and internal cz)ntrols. An incentive and control mechanism for 1 l
senior management will also be established so as to bring their interests in line with the long-term '
interests of our shareholders. We believe that corporate governance within our Company will be

strengthened as a result.

e Improve Organisational System

We will need to progressively adjust our organisational structure to accomodate a gradual shift from a :

toll road operation-based organisational structure to a project development-based one in order to

. fulfill our vision, bl

* Develop Human Resources

In line with our corporate strategies, we will need to further reform our existing human resourcing

system, and enhance the remuneration package and performance appraisal systems to attract and

encourage future and existing staff.
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Chairman’s Statement (contd)

s  Build Corporate Culture

We believe that a vibrant corporate culture is instrumental for the successful implementation of our
strategies. Accordingly, we will give top priority to the cultivation of our corporate culture, the emphasis
and promotion of our corporate core values through earnest practice, thorough communication, and

performance appraisals.

Secondary Listing in London

We plan to seek a secondary listing of cur H Shares on the London Stock Exchange (“LSE") by way of introduction
in order to broaden the Company's shareholder base. However, the Company will not issue new shares for this
purpose. Subject to obtaining the approval from the China Securities Regulatory Commission and the LSE, the

dealing in the H Shares on LSE is expected to commence in May 2000.

Geng Xiaoping

Chairman and General Manager

Hangzhou, Zhejiang Province, the PRC
1 March, 2000

4
B,
i
3
3
B
k)
RS
%
)
S
:_.:3_
T,
‘3




177 GliTiuddi 1CTpPUIL K

Management Profile ' | 1

Executive Directors

Mr. GENG Xiaoping, age 51, is the Chairman and General Manager of the Company responsible for the overall
management of the Company’s businesses. Mr. Geng graduated from the East China College of Political Science
and Law and obtained a bachelor's degree in law in 1984. From 1979 to 1991, he held various positions at the
People’s Procuratorate of Zhejiang Province including Secretary, Division Chief and Deputy Procurator. in 1991, he
was appointed the Deputy Director of Zhejiang Provincial Expressway Executive Commission, responsible for the
business operation and administration of the expressway system in Zhejiang. Mr. Geng became the Chairman and

. General Manager of the Company since March 1997.

Mr. FANG Yunti, age 50, senior engineer, is the Deputy General Manager and Chief Financial Officer of the
Company responsible for the planning, finance, project development, investment and administration of the
Company. Mr. Fang graduated from Qing Hua University and majored in automotive engineering in 1976. From
1983 to 1988, he was the Deputy General Manager of Zhejiang Province Automobile Transport Company. From
1988 to 1990, he was the Chief Engineer at the Provincial Road Transport Company. In 1991, he was appointed
as the Head of the Operating Administrative and Technical Equipment Divisions of the Zhejiang Provincial Expressway
Execuitive Commission where his responsibilities included supervision of the operation management and equipment

purchasing of the Shanghai-Hangzhou-Ningbo Expressway. Mr. Fang was a Director and Deputy General Manager

of the Company from March 1997 to February 2000 responsible for the overall operations of the Shanghai-

Hangzhou-Ningbo Expressway including responsibility for technical equipment used by the Company in its

. operations.

Mr. ZHANG lingzhong, age 36, senior lawyer, is the Secretary to the Board of Directors of the Company. Mr.

Zhang graduated from Hangzhou University in july 1984 obtaining of a bachelor’s degree in law. In 1984, he
joined the Zhejiang Provincial Political Science and Law Policy Research Unit. Since 1988 and until 1994, he was

the Associate Director of Hangzhou Municipal Foreign Economic Law Firm. In 1992, he cbtained the qualifications

required by the regulatory autharities in China in order to practice in law involving securities. in January 1994, Mr.
Zhang became Senior Partner at the T&C Law Firm in Hangzhou. Mr. Zhang became a Director and Secretary to

the Board of Directors of the Company since April 1997. !
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Management Profile (contd)

Mr. XUAN Daoguang, age 55, senior engineer, is the Deputy General Manager of the Company responsible for
the operation, maintenance and equipment of the Company. Mr. Xuan graduated from the Tong Ji University in
1967 with a degree in engineering, and majored in the construction and design of bridges and tunnels. Mr. Xuan
has 31 years of experience in engineering maintenance with the Road Administration Division including as the
Section Head and, later, as the Head of the Road Administrative Division of Jinhua City. He has worked for the
Zhejiang Provincial Expressway Executive Commission and was responsible for the administration of engineering
work within Zhejiang Province, including repair and maintenance on the completed sections of the Shanghai-
Hangzhou-Ningbo Expressway. Mr. Xuan was a Director and Manager of the Company from March 1997 to

February 2000 responsible for repair and maintenance work.

Non-executive Directors

Mr. XIA Linzhang, age 56, senior engineer, is a member of the Audit Committee of the Company. Mr. Xia graduated
form Jiao Zou Mining College. He was the head of Suichang Coal Mine, Standing Deputy Head and Head of
Suichang County, Zhejiang Province. Mr. Xia was appointed the Chief of the Planning and Finance Division of the
Zhejiang Provincial Expressway Executive Commission. He is currently the Deputy General Manager and Manager
of Zhejiang Provincial High Class Highway Investment Co., Ltd. responsible for finance. Mr. Xia was the Chairman

of Supervisory Committee of the Company from March 1997 to February 2000.

Ms. ZHANG Chunming, age 35, senior lawyer, is a member of the Audit Committee of the Company. Ms. Zhang
graduated from the East China College of Political Science and Law in Shanghai obtaining a bachelor’s degree in
law in 1986. From.1987 to 1994, she practiced as a lawyer with the Zhejiang Provincial Economics Law Firm in
Hangzhou where her practice included financial, securities and property matters. Ms Zhang has also obtained the
qualifications required by the regulatory authorities in China in order to practice in law involving securities and, in

1994, she spent six months undergoing training in Hong Kong. Since 1994 she has been a Partner and Director of

Zhejiang Shield Law Office. Ms. Zhang was a Director and Manager of the Company from March 1997 to February

2000 responsible for legal and securities related issues.

¥




Independent non-executive directors

Dr. HU Hung Lick, Henry G.B.S. O.B.E. Ph.D. J.P., age 80, is a member of the Audit Committee of the Company.
Dr. Hu has been practicing as a barrister for over 45 years and is currently the President of Shue Yan College in
Hong Kong, a member of the Standing Committee of the Chinese People’s Political Consultative Congress and the
China International Economic and Trade Arbitration Commission. Dr. Hu is also an adviser to the China Research
Committee of Juvenile Delinquency. Dr. Hu became an Independent Non-executive Director of the Company since

March 1997.

Mr. TUNG Chee Chen, age 57, Chairman of Orient Overseas (International) Limited, is the Chairman of the Audit
Committee of the Company. Mr. Tung was educated at the University of Liverpool, England, where he received his
Bachelor of Science degree. He later acquired a Masters degree in mechanical engineering at the Massachusetts
Institute of Technology in the United States. He is currently a registered Professional Engineer in‘fhe' State of

California. Mr. Tung became an Independent Non-executive Director of the Company since March 1997.

Mr. ZHANG Junsheng, age 63, professor, is a member of the Audit Committee of the Company. Mr. Zhang
graduated from Zhejiang University in 1958, and was a lecturer, an associate professor, an advising professor at
the :Zhejiang University, and a professor concurrently at, amongst other universities, the Zhongshan University. In
1980, he became the Deputy General Secretary of Zhejiang University. In 1983, Mr. Zhang served as Deputy
General Secretary of the Hangzhou City Government. In 1985, he began to work for the Xinhua News Agency,
Hong Kong Branch, and became its Deputy Director in 1997. Mr. Zhang took up the post of General Secretary of
Zhejiang University in September 1998. In addition, Mr. Zhang is currently a Special Advisor to the Zhejiang
Provincial Government, an Advisor to the Sichuan Provincial Government, and a Senior Advisor to the Shenzhen

City Government.

Supervisors

Mr. MA Kehua, age 47, senior economist, is the Chairman and non-executive member of the Supervisory Committee
of the Company. Mr. Ma graduated from Shanghai Railway Institute in 1977, after which he worked as an
engineer at Shanghai Railway Bureau No. 1 Construction Company and the Plumbing and Electricity Section of
Shanghai Railway Bureau, Hangzhou Branch. Mr. Ma was in charge of the Planning and Finance Division at the

Zhejiang Local Railway Company, and became Deputy Division Chief and Division Chief of Zhejiang Jinwen Railway
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Management Profile (cont'd)

Executive Commission responsible for material supply since 1993. Mr. Ma took up the post of Deputy General
Secretary of Zhejiang Construction and Investment Company since March 1999, and is currently the Deputy

General Secretary of Zhejiang Provincial High Class Highway Investment Co., Ltd.

Mr. NI Ciyun, age 49, senior economist, is a member of the Supervisory Committee of the Company representing
the staff and workers. Mr. Ni graduated from Tianjin University in 1976 majoring in mechanical manufacturing. He
was a Deputy Manager and Manager at Zhejiang Jiaxing Shipping Company since 1981, Deputy Director of Jiaxing
Communications Bureau in 1988, Director of Zhapu Port Executive Commission in 1990, Director of Jiaxing Zhapu
Port Authority in 1992, and Deputy Director of Shanghai-Hangzhou-Ningbo Expressway lJiaxing Construction

Executive Commission in 1993. Mr. Ni is currently the Chief Administrator of the Company’s Jiaxing Section.

Mr. LU Fan, age 44, senior economist with a Masters Degree in Economy, is an independent non-executive
member of the Supervisory Committee of the Company. Mr. Lu was an assistant researcher at the World Economy
Research Institute of Zhejiang Social Science Academy, and became the Vice-Director of Zhejiang Asia-Pacific
Research Institute in 1991. Mr. Lu joined Zhejiang Securities Co., Ltd. in 1994. He was the General Manager of

Investment Banking Division and is currently the Vice President of Zhejiang Securities Co., Ltd.

Mr SUN Xiaoxia, age 37, professor, is an independent non-executive member of the Supervisory Committee of the
Company. Mr. Sun graduated from Wuhan University, School of Law with a Masters Degree in law. He had
worked as Assistant Lecturer, Lecturer, Assistant Professor and Tutor for graduate students at Hangzhou University,
School of Law. Mr. Sun is currently Deputy Dean of School of Law and Dean of Department of Law, Zhejiang
University. In addition, Mr. Sun is a lawyer with Zheda Law Firm, a standing member of China Jurisprudence
Research Society, a member of_the International Society for Philosophy of Law and Social Philosophy (IVR), and a

member of the IVR’s China Branch.

Mr. ZHENG Qihua, age 37, senior accountant, is an independent non-executive member of the Supervisory
Committee of the Company. He is currently the Deputy General Manager of the Zhejiang Pan-China Certified
Public Accountants, and guest professor at Zhejiang Finance and Economics Institute. Mr. Zheng was amongst the
first batch of Chinese registered accountants to obtain qualifications required for practicing accountancy involving
securities in 1992. He has working and training experiences in Hong Kong and Singapore, and spent approximately

six months working with the Listing Division of China Securities Regulatory Commission during 1997 and 1998.
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Average daily traffic volume
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iVlanagement Discussion
and Analysis

Business Review

Business Environment Analysis

The PRC economy achieved a growth rate of 7.1 per cent in 1999 with a
GDP of Rmb8,205.4 billion.

Zhejiang Province has been one of the fastest growing Chinese provinces
In terms of its economic activities. In 1999, Zhejiang Province witnessed
a double-digit GDP growth rate of 10 per cent with its GDP reaching
Rmb535.0 billion.

Economic Structure of Zhejiang Province

The continued rapid economic growth of Zhejiang Province was directly
attributable to various reforms. Rescurces were allocated to industries
and enterprises with competitive edge. In 1999, the gross industrial output
of State-owned enterprises, collective enterprises, joint-stock companies
and foreign investment companies increased by 2.7 per cent., 11.1 per
cent., 23.0 per cent. and 24.3 per cent. to Rmb70.5 billion, Rmb127.2
billion, Rmb148.7 billion and Rmb31.81 billion respectively. The gross
industrial output of joint-stock companies, which has become the
dominant economic structure in Zhejiang Province, exceeded that of

collective enterprises for the first time.

1999 also witnessed a robust growth of individual private enterprises in
the Zhejiang Province. Commanding an increasingly larger market share,
the individual private enterprises realised a retail sales of consumer goods
of Rmb108.09 billion, representing an year-on-year increase of 11.9 per
cent. and accounting for 57.7 per cent. of the provincial total retail sales
of consumer goods, as compared with 56.1 per cent. in the previcus
year. The individual private enterprises operated on an increasingly high

standard of quality and stressed the importance of innovation of systems,

GDP Growth in the PRC
and Zhejiang Province

1991 1992 1993 1994 1995 19%6 1997 1998 1399

GDP Growth Rate the PRC

GOP Growth Rate of Zhejiang Province

Composition of the total industrial output of Zhejiang
Province in 1999, non state-owned industrial
enterprises with sales above Rmb5 miflion and all
State-owned. industrial entergrises

Foreign
Investment
Companies (17.7%) 4

Qthers 6.1%)

State owned
Enterprises (13 6%)

Joint-stock Collective

Companies {38.3%) \ Enterprises (23 5%)




technology, and management. Many were invoived in the high technology and service industry, and focused on

tapping the foreign markets.

Retail Price Index of Commodities

Retail Price Index of PRC and
_..Lhejiang Province

PRC price levels have been falling from its record high in 1994. Despite 125%

i
. . X . 120% 7
this, a compounded annual growth rate of the PRC retail price index 115% g o

110%
105%

1996 and 1998. In 1999, the price tevel of goods other than service 100% i
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price index decreased 2.9 per cent. and 1.3 per cent. respectively, _
while both the Zhejiang provincial retail price index of goods and consumer price index decreased 2.3 per cent.

and 1.2 per cent. respectively.
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The Shanghai-Hangzhou-Ningbo Expressway links Shanghai and
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Infrastructure Investment and Road Traffic in Zhejiang Province

In 1999, Zhejiang Province continued to make substantial investment in infrastructure amounting to Rmb66.84

billion, representing a year-on-year increase of 9.0 per cent. and accounting for 64.5 per cent. of total infrastructure

and renovation investment respectively.

The construction of transportation infrastructure in Zhejiang Province progressed smoothly. At the end of 1999,
total mileage of the province reached 40,782 km, representing a year-on-year increase of approximately 4.8 per
cent., while mileage of the provincial expressways reached 392 km, representing a year-on-year increase of
approximately 14 per cent. We expect the mileage for provincial expressways to reach 1,372 km by the end of
2002, according to the provincial planning of "4-hour road traffic cycle”. 19..
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Passenger and Freight volume recorded in 1999 were 43.35 5 |z7o 3
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Management Discussion and Analysis (contd)

Passenger and Freight Transport
Volume of Passenger and Freight Transport

1995 1996 1997 1998 1999
—f— Volume of Passenger Transport

-= i~ Volume of Freight Transport

Core Business - Toll Road Business Analysis

The Group achieved satisfactory results and rapid growth in 1999. The opening to traffic of the Jiaxing Section of the
Shanghai-Hangzhou Expressway at the end of 1958 marked the full operation of the Group's core asset, the Shanghai-
Hangzhou-Ningbo Expressway, connecting Shanghai, Hangzhou and Ningbo. Under the “networking effect”, the
turnover from toll revenue surged 65.17 per cent. to Rmb1,087,672,000 from Rmb658,505,000 last year.

The table below sets out the 1999 toll revenue in respect of the Hangzhou-Ningbo Expressway, the Hangzhou,
Yuhang, and Jiaxing Sections of the Shanghai-Hangzhou Expressway, the Yuhang East Connecting Road, and the

Shangsan Expressway:

Shanghai-Hangzhou Expressway ~ Yuhang East

Hangzhou-Ningbo  Hangzhou Yuhang Jiaxing Connecting  Shangsan

Expressway Section Section Section Road Expressway

Toll revenue (Rmb’000) 556,136 25,874 81,674 311,203 12,904 99,881
Year on year growth +23.66%  +30.89% +43.35% — -68.5% +8.75

% of total toll revenue 51.13% 2.38% 7.51% 28.61% 1.19% 9.18%

Shanghai-Hangzhou-Ningbo Expressway

The Shanghai-Hangzhou-Ningbo Expressway is a dual two-lane expressway lying along the southern tip of the
Yangtze River Delta. It has a total length of 247 .6km and became fully operational at the end of December 1938.
The Group has acquired the land use right over two strips of land adjacent to the Shanghai-Hangzhou-Ningbo
Expressway, and may widen its existing four anes to a total of six lanes in due course.
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The following table sets out the basic information on various sections of the Shanghai-Hangzhou-Ningbo Expressway:

Date of
Mileage Commencing Number of Shareholding of
(km) Operation Toll Stations the Company
Shanghai-Hangzhou-
Ningbo Expressway 247.6 April 1992/ 19
December 1998
Hangzhou-Ningbo
Expressway 145.0 April 1992/ 12 100%
. December 1996
Shanghai-Hangzhou
Expressway 102.6 December 1995/ 7
December 1938
Hangzhou Section 34 December 1995 0 100%
Yuhang Section 1.7 December 1995/ 1 51%
December 1998
Jiaxing Section 88.1 December 1998 6 84.2%

L e
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Management Discussion and Analysis (contd)

Toll Rates

The current toll rates in respect of the Shanghai-Hangzhou-Ningbo Expressway are as follows:

Entrance fee Mileage Fee
Vehicle Class Classification Standard (Rmb/Vehicle) (Rmb/Vehicle/km)
1 Passenger vehicles with up to 20 seats 5 0.45
Trucks with tonnage of 2 tons or below
2 Passenger vehicles with seats above 20 10 0.80
and below 40 (inclusive)
Trucks with tonnage of above 2 tons
and below 5 tons (inclusive)
3 Buses with more than 40 seats (including 15 1.20
sleeping buses with more than 32 seats)
Trucks with tonnage above 5 tons and
below 10 tons (inclusive)
4 Trucks with tonnage above 10 tons 20 1.60
and below 20 tons (inclusive)
5 Trucks with tonnage above 20 tons 25 2.00

below 50 tons (inclusive)

w22




Pursuant to the approval granted by Zhejiang Provincial
Government, the Group increased the distance-based toll rate for
Class 1 vehicles using the Shanghai-Hangzhou-Ningbo Expressway

from Rmb0.40/km to Rmb0.45/km since 1 July, 1999.

The percentage of Class 1 vehicles has remained steady but the vehicle

count is on an upward trend, following the toll rate adjustment.

Traffic Volume

With the full operation of the Shanghai-Hangzhou-Ningbo
Expressway, the average traffic volume surged rapidly by 28.5 per
cent. to 14,814 vehicles in 1999 from the previous year. (1998/
1997 : 22.9 per cent.)

The Shanghai-Hangzhou-Ningbo Expressway has the following

three main features in terms of its traffic volume:

1999 Monthly Vehicle Count and Proportion of Class | Vehicles
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Monthly Traffic Volume

e the ramp-up effect: the Shanghai-Hangzhou-Ningbo Expressway is experiencing a rapid growth phase;

e the networking effect: the prompt surge in the traffic volume resulting from linkage of disconnected roads.

At the end of 1998, the increase was more significant upon the full operation of the Shanghai-Hangzhou-

Ningbo Expressway ; and

*  the seasonal effect: the traffic volume varies with different seasons with a characteristic dip following the

Chinese New Year period, and a steady climb after summer. The movement closely resembles the pattern of

business activities which in turn is influenced by holidays and weather patterns on a yearly basis.
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vianagement UIscussion
and Analysis (contq)

A further detailed analysis for the traffic volume of the Shanghai-

Hangzhou-Ningbo Expressway by sections is as follows:

in 1999, the average daily traffic volume of the Hangzhou-Ningbo
Expressway and the Hangzhou and Yuhang Sections of the Shanghai-
Hangzhou-Ningbo Expressway were 14,483, 25,433, and 24,9331 vehicles
respectively, representing year-on-year increases of 29.73 per cent., 58.7
per cent. and 55.1 per cent. respectively. The average daily traffic volume

of the Jiaxing Section in 1999 stood at 13,661 vehicles.

At present, the higher average daily traffic volume of the Hangzhou and
Yuhang Sections of the Shanghai-Hangzhou-Ningbo Expressway can be
attributed to its earlier opening to traffic and proximity to Hangzhou.
The opening of the north exit in Hangzhou in February, 1999 resuited in
a minor difference of the traffic volume between the Yuhang and
Hangzhou Sections. The average daily traffic volume of the Jiaxing Section
indicated an uptrend. We believe that this section will outperform the

Fangzhou-Ningbo Expressway in terms of traffic volume.

Vehicle Composition

In respect of the vehicle compaosition on the Shanghai-Hangzhou-Ningbo
Expressway, Class 1 vehicles made up a larger share of approximately

62.7 per cent. in 1999 as compared to the previous year.

In 1998, Class 2 and 3 vehicles commanded an aggregate share of
approximately 36.2 per cent., which is less than that in the previous year,
while Class 4 and S vehicles have an aggregate share of approximately 1

per cent., increasing annually on the whole.

- Maonthly Traffic Volume by Sections
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Average Distance Travelled

Average Distance Travelied

In 1999, the average distance travelled by vehicles using the Shanghai-
Hangzhou-Ningbo Expressway increased 39.9 per cent. year-on-year

to approximately 65.7 km. We believe that the increase is mainly due

to an increase in vehicles travelling longer distances upon the operation

of the Jiaxing Section.

Toll Revenue

In 1999, following the operation of both the Jiaxing Section with a Composition of Toll Revenue

length of 88.1 km and the final 1.3 km portion of the Yuhang Section,
the toll revenue generated by the whole Shanghai-Hangzhou-Ningbo
Expressway reached Rmb374.8 million, representing a sharp increase

of approximately 85.2 per cent. over 1998 (1998/1997: 22.7 per cent.).

1999 1993 1997
M Distance-based Toll Revenue

Entrance Toll Revenue
15.6:per cent. and 84.4 per cent. of the total tol revenue respectively. !

In 1999, the entrance and distance-based toll revenues accounted for

The percentage of the distance-based toll revenue had increased as

compared to the previous year.

. Toll Revenue per Vehicle
In 1999, the average toll revenue per vehicle using Shanghai-Hangzhou- : LT

Ningbo Expressway was approximately Rmb47.8, representing a surge

of 30.6 per cent. over 1998. We believe this was mainly due to the

following increases in: (1) the average distance travelled by vehicles as

a result of the full operation of Shanghai-Hangzhou-Ningbo Expressway;
and (2) the distance-based toll revenue following the toll increase in

July 1999,




Management Discussion and Analysis (contd)

Reasons for Growth

The impact of the Asian financial turmoil on the region is less significant as regional economies recover. Zhejiang
Province economy is more vibrant, and has, in particular, one of the fastest growing economies within the PRC in
terms of GDP and has become one of the most affluent provinces in the PRC. Trading and tourism within Zhejiang

Province and those areas in its vicinity have also boosted the demand for traffic.

The Shanghai-Hangzhou-Ningbo Expréssway is strategically located, connecting both Shanghai and Ningbo,
which have respectively the largest port and the second largest port within the PRC. Cities situated along the

. Shanghai-Hangzhou-Ningbo ExpressWay aré economically active.

Furthermore, we believe that the substantial growth in terms of traffic volume, toll revenue, and other indicators

in respect of the Shanghai-Hangzhou-Ningbo Expressway was mainly attributable to the following:

e The full operation of the Shanghai-Hangzhou-Ningbo Expressway at the end of 1998 has given rise to a

tremendous networking effect, thus increasing traffic volume and boosting toll revenue.

e The toll rate adjustment for the Shanghai-Hangzhou-Ningbo Expressway has resulted in an increase in toll

revenue given the stable vehicular composition and the steadily growing traffic volume.

*  The repair and maintenance services provided by the Group for certain road surfaces of the Shanghai-

Hangzhou-Ningbo Expressway has further enhanced its appearance and quality.

. Yuhang East Connecting Road

The Yuhang East Connecting Roaa is owned by Yuhang Co and became operational in December 1995. With the
approval from Zhejiang Provincial Government, it commenced toll collection at the same time, offsetting its construction
and maintenance costs. Prior to the opening of the Jiaxing Section of the Shanghai-Hangzhou-Ningbo Expressway,
Yuhang East Connecting Road served as the primary carriageway between the Yuhang Section of the Shanghai-
Hangzhou-Ningbo Expressway and National Road 320. Following the opening of the Jiaxing Section at the end of
1998, it merely served as a connecting road between the Shanghai-Hangzhou-Ninng Expressway and National
Road 320. In 1899, the toll revenue attributable to the Yuhang East Connecting Road was approximately

Rmb12,904,000. The Yuhang East Connecting Road ceased toll collection since 1 January, 2000.
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Shangsan Expressway

The entire Shangsan Expressway covers a total distance of approximately 143 km. Phase 1 (comprising four sections
with a total length of approximately 37.5 km) of Shangsan Expressway has already been opened to traffic. In
1999, there were approximately 7,274 vehicles passing in both directions daily, representing an increase of 10.0
per cent. over 1998, while the toll revenue was approximately Rmb99,881,000, representing a year-on-year increase

of approximately 9.75 per cent.

Construction of Phase 2 of the Shangsan Expressway is progressing smoothly and is scheduled for completion by
the end of 2000. Upon completion, it will be a dual two-lane expressway with a total of ten interchanges, nine toll

stations, and three service areas.

Shangyu Section Chengzhou Section Xinchang Section Tiantai Section
Length: about 33km about 3Zkm about 33km about 44km
Width of the road: 24.5km 24.5km 21.5km 24.5km
The number of Interchanges: 4 1 2 3
Number of toll stations: 3 1 2 3
Num:ber of service areas: - 1 1 1
Designed speed: 100kmvhr 100km/hr 60km/hr 100km/hr

Given the current construction work of Phase 2, two existing toll stations at Shangyu and Xinchang respectively
ceased toll collection since 1 January, 2000. The Directors believe that subsequent work may result in a significant
reduction of toll revenue of Shangsan Co in 2000. However, such resuit is expected to be short-term. Subject to

the approval by Zhejiang Provincial Government, new toll stations and toll rates will be in place when the entire

Shangsan Expressway becomes fully operational.




Management Discussion and Analysis (contq)

Xinchang Acquisition

On 28 June, 1999, the Company acquired from Xinchang Transport a 4 per cent. interest in Shangsan Co at a cash

consideration of Rmb114,080,000. Following the acquisition, the Company’s shareholding of Shangsan Co increased
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from 51 per cent. to 55 per cent., while Xinchang Transport’s shareholding of Shangsan Co decreased from 6 per
cent. to 2 per cent. The acquisition constituted a connected transacticn of the Company but pursuant to paragraph
14.24 of the Rules Governing the Listing of Securities issued on the Stock Exchange of Hong Kong Limited, did not
require shareholders’ approval. Details of the acquisition can be found in the press announcement made by the

Company on 29 June, 1999.
Shida Road

On 20 August, 1999, the Company and Hangzhou Highway Development Co., Ltd. entered into an agreement
(“Shida JV Contract”) to establish a jointly-controlled entity, Shida Co, for the development and operation of
Shida Road project with respect to the Shanghai-Hangzhou Expressway. Pursuant to the Shida JV Contract, the

Company acquired a 50 per cent. interest in Shida Co for a cash consideration of Rmb65,000,000.

Shida Road covers a total length of approximately 9.45 km and is a connecting road of the Shanghai-Hangzhou

Expressway which provides access to urban Hangzhou. An approximate 2 km section linking the Shanghai-Hangzhou
Expressway will form part of Hangzhou Ring Road. The construction cost of Shida Road is approximately
Rmb367,000,000. Shida Road is an improved connecting road of the Shanghai-Hangzhou-Ningbo Expressway
network and also serves as the second access to urban Hangzhou, attracting more vehicles onto the Shanghai-

. Hangzhou-Ningbo Expressway to access urban Hangzhou.

Operating Management System

The highway operating management system (including traffic control, monitoring, communications, lighting and
toll collection systems) has been or will be installed along all the expressways of the Group. At the end of 1999,
the new toll collection system of the Hangzhou-Ningbo Expressway was installed and tested while the control,

monitoring, communications, and lighting systems had already been in operation.

On 1 February, 1999, the Company established a Control and Toll Collection Centre to coordinate the installation
and operation of the operating management system in all the Group’s existing roads.
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To enhance toll collection efficiency and reduce cash transactions, the Company introduced the use of “prepaid IC

cards” along the Shanghai-Hangzhou-Ningbo Expressway in October 1999.
Other Business

Petroleum Operations

The Company established a joint venture, Petroleum Co, in Zhejiang Number of gas stations
Province in July 1998, with a 50% shareholding interest. The joint venture o
is mainly engaged in investments in, construction and operation of, gas

stations and to the sale of petroleum products along high-grade roads

and other roads in Zhejiang Province.

-

July, 1998 End of 1998 End of 1999

in 1999, Petroleum Co achieved a steady growth. The number of gas
stations operated by Petroleum Co increased from 33 since its establishment in 1998 to 77 at the end of 1999. In

1999, the Group's interests in Petroleum Co’s profit after tax was approximately Rmb21,380,000.

Advertising Business

Adbvertising Co was established in june 1998 and is 70% owned by the Company. As an advertising media
developer, it is mainly engaged in the development of outdoor advertising media along expressways. The Company
has authorised Advertising Co to receive orders, produce and disseminate advertisements on acquired fands along

the Shanghai-Hangzhou-Ningbo Expressway since July 1998.

In 1999, Advertising Co realised an operating income of Rmb5,859,000 and profit after tax of approximately
Rmb2,990,000.
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Management Discussion and Analysis (contq)

In December 1999, pursuant to a document jointly issued by the Zhejiang Provincial Department of Communication,
the Zhejiang Provincial Department of Public Security, and the Zhejiang Provincial Administration of Industry and
Commerce, an exclusive right of unified installation and dissemination of outdoor advertisements along the Shanghai-
Hangzhou-Ningbo Expressway was granted to the Company. The Directors believe that by leveraging on the

expansion and management of advertising media and clients, the business of Advertising Co will expand in 2000.
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Financial Review . i

Analysis of Financial Results

in 1999, the Group reported profit before tax of approximately Rmb706,552,000, representing a year-on-year
increase of 29.1% (before exceptional items), and net profit from ordinary activities attributable to shareholders of

approximately Rmb548,311,000, representing an increase of 35.6%.
Overall Financial Strategies

The management has been.committed to maximising the value of shareholders’ investment. The formulation and |
implementation of the finaf_ncial strategies is also the extension of this concept. Our objective is investment in
strategic projects at the minimum cost by leveraging on the Group's available financial resources. Hence, the

Group can generate long-term stable return on shareholders’ equity.

Return on Shareholders’ Equity

ROE

The return on shareholders’ equity (“ROE") is the percentage of net profit from

ordinary activities attributable to shareholders for the current financial year to
the shareholders’ equity as at the balance sheet date. This financial indicator

generally reflects the opera_ﬁng performance of the Group and is also one of

the most important financial indicators that measure the growth of the

‘ 1999 1998 ‘ 1997 i
shareholders’ value. ‘ |

. |

|

1999 1998 1997 : }

f

Rmb'000 Rmb'000 Rmb'000 |

Net profit from ordinary activities

attributable to shareholders 548,311 404,391 296,332 i
Shareholders’ equity 8,433,840 8,139,170 8,200,068 |
Return on shareholders’ equity 6.5% 5.0% 3.6%

The ROEs for the past three years were relatively low but have been growing steadily. We believe that this was due
to the early stages of operétion of our toll roads. However, with the strong growth of traffic volumes, we expect 31

our ROEs will further improve in the near future.
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and Analysis (contd)

Earnings per Share

RMB (cent)
4

Earnings per share ("EPS") means the ratio of net profit from ordinary
activities attributable to shareholders to the weighted average of the
outstanding shares.The management of the Company believes that this
financial indicator reflects specifically the growth potential of the
Company, and it is also an important reference indicator to determine

the dividend policy.

1999 1998 1997
Outstanding shares
(thousand shares) 4,343,115 4,343,115 4,343,115
Weighted average
(thousand shares) 4,343,115 4,343,115 3,812,785

Net profit from ordinary

activities attributable to

shareholders (Rmb’000) 548,311 404,391 296,332
Basic earnings per share

{Rmb Cent) 12.62 9.31 7.77

Dividend Policy

The dividend policy indicates the management’s recognition of the

interests of sharehoiders. The management believes that the formulation
of an appropriate dividend policy is instrumental in the future long-term

development of the Company.

EPS

1998




1999 1998 1997

Dividend per share ("DPS”) (Rmb Cent) 5.5 3.5 1.6
Payout ratio (%) 43.6 37.6 20.6

Usually the dividend payout ratio of the Company is approximately 40-50% and its shareholders receive dividend
in cash or in other forms. The Company will normally maintain a relatively stable dividend policy. While ensuring
. continued growth, the Company will make corresponding adjustments in accordance with profits, cashflows and

opportunities of project investment.

Generally, payment of approximately one-third of dividends is declared in the interim period with the balance to

be declared at the end of the financial year.
Review of Operating Results

Toll Revenue Contribution

1999 1998 ’ 1997
Rmb'000  YoY Growth Rmb'000 YoY Growth Rmb’'000

. Toll revenue 1,087,672 65.17% 658,505 41.58% 465,098
Contribution to profit from

operating activities 838,887 136.42% 614,915 37.47% 447,318 1




Management Discussion and Analysis (contd)

Financing

Capital Structure

tnterest-free liabifities
10.10%

Floating rate liabilitie
12.60% ~ 4

 Shareholders' equity

4 - - 60.60%
Fixed rate liabilities\ . -~
16.70% - =
1999 1998

Gross Average Gross Average

Amount Percentage Rate Amount  Percentage Rate

Rmb’000 (%) (%) Rmb’000 (%) (%)

Shareholders’ equity 8,433,840 60.56 — 8,139,170 62.64 —
Fixed rate liabilities 1,408,069 10.11 5.17 615,043 473 6
Floating rate liabilities 1,751,828 12.58 7.55 1,651,731 12.71 7.3
Interest-free liabilities 2,331,828 16.75 - 2,588,046 19.92 ‘ -
Total 13,925,688 100% — 12,993,890 100% —
Liabilities/Equity Ratio 65.12% - —_ 59.65% — —
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Liabilities Portfolio

Policy loans
7.53% \

Commercial bank loans
37.03% ~ < _ World Bank loans

M - - 55.44%

E_nded 31 December 1999

‘ Total Drawn Amount Oustanding
Gross Amount  Fixed Rate Floating Rate Percentage
Rmb’000 Rmb’000 Rmb’000 (%)
World Bank Loans (US$) 1,751,828 — 1,751,828 55.44
Commercial bank Loans 1,170,000 1,170,000 — 37.03
Policy Loans 238,069 238,069 —_ 7.53
Total 3,159,897 1,408,069 1,751,828 100.00

interest Expenses Cover

' Interest expenses cover is the percentage of profit after tax but before interest to interest expenses.

1999 1998 1997
Profit after taxation but before
interest (Rmb'000) 781,726 553,835 407,385 !
Interest expenses (Rmb‘000) 172,922 94,741 110,350 o
Interest expenses cover 22.12% 17.11% 27.09% il
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Management Discussion and Analysis (contd)

Analysis of Capital Expenditure

The details of the capital commitments of the Group and the Company are set out in note 32 to the audited

financial statements on page 98.

As at 31 December, 1999, among the Group's total capital commitments of Rmb3,252 million to be payable in
the next one to four years for the construction and expansion of the expressways, approximately Rmb2,505
million will be used for the construction of Shangsan Expressway to be payable in the next one to two years, and
approximately Rmb747 million will be used for the expansion of the existing expressways to be payable in the next

one to four years.

Cash Management

The Company derives its long-term and stable cash inflow from toll revenue operations. Reasonable cash
management will further optimise the use of resources of the Company when meeting financing needs of various

projects.




Cashflow Analysis of the Group

1999 1998

Rmb’000 Rmb’000

Net cash inflow from operating activities 1,047,828 610,682
Net cash outflow from returns on investments

and servicing of finance (312,992) (194,452)

Taxes paid (43,978) (61,881)

Net cash ouflow from investing activities (1,135,201) (1,449,596)

Net cash ouflow before financing activities (444,343) (1,095,247)

Net cash inflow from financing activities 1,110,892 532,673

Increase/(decrease) in cash/cash equivalents 666,549 (562,574)




Management Discussion and Analysis (contd)

Risk Management
Foreign Exchange Exposure

Given the Group's substantial US dollar loans, there were also approximately USD114.7 million deposits set up in

US dollars to reduce its foreign exchange exposure.

1999 1998 1997

Current & time deposits (US$'000) 114,719 55,541 7,073

. Liabilities (US$'000) 222,482 209,513 177,079
US dollar Assets/(liabilities), (US$'000) (107,763) (153,972) (170,006)
Deposit/Liabilities Ratio 51.56% 26.51% 3.99%

The Directors of the Company believe that taking into account the scale of the Group's existing US dollar liabilities
of the World Bank loans and the interest expenses thereon, the solvency in the near to medium term will not affect

its operations to a material extent.

Investor Relations

. We have high regard for our relationship with our investors and communication with our shareholders, and

encourage face-to-face contact so as to provide a better understanding of our business and scale of operations,

future prospects and quality of the management, e
For more information on the Company, please contact:

Investor’s Hotline :+86 571 798 7700
Fax : +86 571 795 0329

Email : ir@zjec.com.cn
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Strategies and Prospects

Toll Road Operations

in 2000, the Company will work to ensure the timely completion of the Shangsan Expressway, and to proceed
with the widening of the section of the Hangzhou-Ningbo Expressway between Hongken at Xiacshan and Guzhu
at Shangyu from four lanes to six lanes to increase capacity for future traffic growth. Meanwhile, by capitalising on
the Company’s extensive experience gained from toll road operations, the Company will strive to establish and
refine the client-based operational syétems with a view to tapping fully the growth potential of the existing road

business.

In addition, the Company aims to:

- enhance travelling conditions and the ability to react in a timely manner to emergencies, enhance the prompt
dissemination of travel information and increase the flexibility of the monitoring and toll collection systems

in order to improve and develop the operating management capacity of the Company;

- . step up the management and analysis of customers, conduct targeted promotion and marketing, and widen

our customer base; and

- increase the operating efficiency of the Company and customer satisfaction through improvement of the

business process and establishment of quality assurance systems.




Management Discussion and Analysis (contd)

Related Business Development

As part of the Company’s new strategy, we will continue to develop the toll road-related business in 2000. With
respect to the advertising business, Advertising Co will fully utilise the available resources to broaden its customer
base. With respect to petroleum operation, Petroleum Co will concentrate on the cost effectiveness of the retailing

business at gas stations 5o as to secure a reasonable return on the Company's investment.

Organisation Innovation

The Company has the long-term task of carrying out continual organisational innovation and development. In
2000, we will make adjustments to our organisational operations with an aim to-improve the various organisational

structures and to establish the teamwork mechanism. In this regard, we will do the following:

- bring about the continued improvement in project development capacity through enhancement of the research
and development function and structure, and the formation of core competence in respect of toll road and

other infrastructural sectors; and

- maintain our leading position in the industry by enhancing our financial management ability.

Employee Relations and Development

Human resources are an important asset to our Company. Hence, we will enhance our human resources system
and establish a market-based salary package, performance appraisal system and performance-linked training system

to attract and encourage future and existing staff. Our target is to set up a successful and effective staff recruitment,

training, incentive and retention scheme to support the implementation of our strategies.
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Corporate Culture
As a company with a relatively short history, we are still in the process of developing our corporate culture.

Our mission, vision and strategies are formed as a result of discussions, taking into consideration our operating

environment and the Company itself. This common recognition of our future has driven us to promote the following

core values;

honesty and harmony;

[}

- continual innovation and improvement;
- priority to customers;

- teamwork;

- pursuit of excellence; and

- effectiveness and efficiency.

We will place emphasis on such core values through performance appraisals and gradual adjustments to our
operational systems. Meanwhile, we will continue to strengthen our core values amongst our staff through exemplary
practices and day-to-day communications. Qur future prospects hinge on our ability to keep abreast of trends and

to adapt flexibly to the challenges ahead.

We will report to you all about our news, whether good or bad.




Report of the Directors

The directors of the Company (the “Directors”) present their report and the audited financial statements of the

Company and the Group for the year ended 31 December, 1999.

Principal activities

The principal activities of the Group comprise investment in construction, operation and management of high
grade roads, as well as the development and operation of certain ancillary services, such as automabile servicing

and fuel facilities. There were no changes in nature of the Group's principal activities during the year.

. Segmented information

During the year, the entire turnover and contribution to profit from operating activities of the Group was derived
from Zhejiang Province, in the PRC. Accordingly, a further analysis of the turnover and contribution to profit from
operating activities by geographical area is not presented. However, an analysis of the Group’s turnover and

contribution to profit from operating activities by principal activity for the year ended 31 December, 1999 is as

follows:
Contribution
to profit from
Turnover  operating activities
Rmb’000 Rmb’000

By activity:

Toll income 1,028,977 838,887
Advertising incocme 5,489 4,533
Road maintenance income 6,595 5,446
Others 9,437 8,049
1,050,498 856,915
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Results and dividends

The Group’s profit for the year ended 31 December, 1999 and the state of affairs of the Group and the Company

at that date are set out in the financial statements on pages 59, 61, 62, 65 and 66.

An interim dividend of Rmb0.015 per share (approximately HK$0.014) was paid on 10 October, 1999. The Directors
recommend the payment of a final dividend of Rmb0.04 per share (approximately HK$0.037) in respect of the

year, to shareholders on the register of members on 20 April, 2000. This recommendation has been incorporated

into the financial statements.




Report of the Directors (cont'd)

Summary financial information

The following is @ summary of the consolidated results, and of the assets and liabilities of the Group prepared on

the basis set out in the notes below:

Year ended 31 December

1999 1998 1997 1996 1995
Results Rmb’000 Rmb’000 Rmb’000 Rmb’000 Rmb’000
Turnover 1,050,498 655,069 463,692 273,843 59,105
. Operating costs (298,417) (220,537) (146,046) (33,867) (3,994)
Gross profit 752,081 434,532 317,646 239,976 55,111
Other revenue 167,528 234,573 197,034 40,928 30,693
Administrative expenses (60,320) (45,611) (31,126) (57,716) (14,540)
Other operating expenses (2,374) {635) (978) (243) (58)
Profit from operating activities 856,915 622,859 482,576 222,945 71,206
Finance costs (172,922) (94,741) (110,350) (62,981) {29,241)
Share of profit of an associate 22,559 18,982 - — -
Profit before tax ' 706,552 547,100 372,226 159,964 41,965
Tax (71,810) {73,795) {58,639) {60,296) {16,378)
Profit before minority interests 634,742 473,305 313,587 99,668 25,587
Minority interests (86,431) (68,914) (17,255) 186 -
Net profit from ordinary activities
attributable to shareholders . 548,311 404,391 296,332 99,854 25,587
Earnings per share 12.62 cents 9.31 cents 7.77¢cents 3.43cents 0.9¢cents
Assets and liabilities
Total assets 13,925,688 12,993,990 11,466,377 6,222,082 3,512,648
Total liabilities and
minority interests ' 5,491,848 4,854,820 3,266,309 3,448,751 1,834,709
Net assets 8,433,840 8,139,170 8,200,068 2,773,331 1,677,939

o




Summary financial information (continued)

Notes:

1. The consolidated results of the Group for the year ended 31 December, 1998 and the pro-forma consolidated results of
the Group for the three years ended 31 December, 1997 have been extracted from the Company's 1998 annual report
dated 25 February, 1999, while those of the year ended 31 December, 1999 were prepared based on the consolidated

income statement as set out on page 59 of the financial statements.

2. The 1999 earnings per share is based on the net profit from ordinary activities attributable to shareholders for the year
ended 31 December, 1999 of Rmb548,311,000 (1998: Rmb404,391,000) and the 4,343,114,500 shares (1998:
4,343,114,500 shares) in issue during the year. k

Major customers and suppliers -

\

The five largest customers and suppliers contributed less than 30% of the total toll revenue and purchases,
respectively, of the Group during the year. Accordingly, a corresponding analysis of major customers and suppliers

is not presented.

Connected transactions

Details of the connected transactions of the Group carried out in the year, which the Stock Exchange of Hong
Kong Limited ("Stock Exchange”) has granted a waiver (for compliance with Chapter 14 of the Rules Governing
the Listing of Securities issued on The Stock Exchange of Hong Kong Limited (“Listing Rules”) pursuant to its letter
of 14 May, 1997), and the scope of these transactions have been further modified in accordance with paragraph
19A.21 of the Listing Rules {the “Connected Transactions”). For details, please refer to note 35 to the financial

statements.

Another connected transaction of the Group carried out in 1999 was the Xinchang Acquisition, further details of

which are set out under the heading “Xinchang Acquisition” in the section of “Management Discussion and

Analysis” on page 28 of this report.
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The Company’s Board of Directors has reviewed the Connected Transactions and confirmed that, during the

period from 1 January, 1999 to 31 December, 1999, such transactions were:

()  carried out in accordance with the terms of the agreements relating to such transactions entered into by the

Company or its subsidiaries (as relevant);
(il entered into in the usual and ordinary course of business of the Company or its subsidiaries (as relevant); and

(i) entered into on normal commercial terms and are fair and reasonable so far as the shareholders of the

Company are concerned.

Ernst & Young, the auditors of the Company (as required by the Stock Exchange in its letter of 14 May, 1997),
have also reviewed the above transactions and have confirmed that the Board of Directors of the Company has
given its approval of these transactions and that they were carried out by the Company or its subsidiaries (as
relevant) in accordance with the terms of the agreements relating to such transactions during the period from 1

January, 1999 to 31 December, 1995.

Fixed assets

Details of movements in the fixed assets of the Company and the Group are set out in note 13 to the financial

statements.

Capital commitments

Details of the capital commitments of the Company and the Group as at 31 December, 1999 are set out in note

32 to the financial statements.

Subsidiaries

Particulars of the Company's subsidiaries are set out in note 14 to the financial statements.




Jointly-controlled entity and an associate

Particulars of the Company’s and the Group's interests in a jointly-controlled entity and an associate are set out in ‘ e

notes 15 and 16 to the financial statements, respectively.

Interest capitalised

During the year, interest capitalised as part of the costs of construction in progress amounted to approximately

Rmb 14,843,000 (1998: Rmb78,964,000).

i
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Reserves

Details of movements in the reserves of the Company and the Group during the year are set out in note 29 to the

financial statements.

Distributable reserves

As at:31 December, 1999, the Company'’s reserves available for distribution by way of cash or in kind, calculated
in accordance with relevant rules and requlations, amounted to Rmb311,335,000. In addition, in accordance with
the Company Law of the PRC, the amount of approximately Rmb3,645,082,000 standing to the credit of the

Company’s share premium account was available for distribution by way of capitalisation issues.

Charitable contributions

During the year, the Group made charitable contributions totaling Rmb450,000.
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Substantial shareholders

As at 31 December, 1999, the following shareholders held 10% or more of the share capital of the Company
according to the register of interests in shares required to be kept by the Company pursuant to Section 16(1) of

the Securities (Disclosure of interest) Ordinance ("SDI Ordinance”):

Number of shares Percentage
Zhejiang Provincial High Class Highway
Investment Company Limited A 2,909,260,000 66.99%
(domestic shares)
HKSCC Nominees Limited 1,393,711,299 32.09%
("H" shares)

Purchase, sale or redemption of the listed securities of the Company

Neither the Company nor any of its subsidiaries purchased, redeemed or sold any of the Company's listed securities

during the year.

Bank loans and other loans

Particulars of the bank loans and other loans of the Company and the Group are set out in note 24 to the financial

statements.

Trust deposits

As at 31 December, 1999, the Company did not have any trust deposits with any financial institutions in the PRC
nor any time deposits which could not be collected upon maturity. All of the Company’s deposits have been
placed with commercial banks in the PRC and financial institutions in Hong Kong. The Company has not encountered

any difficulty in the withdrawal of funds.




Use of IPO proceeds from the issue of H Shares

The net IPO proceeds of the Company in 1997 amounted to approximately Rmb3,524 million. Details of the

applications of such proceeds as at 31 December, 1999 are set out below:

e Approximately Rmb534.45 million was applied as capital contribution to Jiaxing Co for completing construction

works of the Jiaxing Section;
*  Approximately Rmb5.34 miflion was used in relation to Contract No.8;
. *  Approximately Rmb637.48 million was used towards repayment of loans and payment of interest;

*  Approximately Rmb29.4 million was used to purchase approximately 2.44 per cent of the registered capital

of Jiaxing Co; S

e Atthe time of the Company'’s listing, approximately Rmb300 million was reserved for the potential investment
in the Huzhou Section of the Hangzhou-Nanjing Expressway. However, in November 1998, the Company,
with the approval from its shareholders, applied this portion of the IPO proceeds to pay for the consideration

for the acguisition of an approximately 30.748 per cent. interest in the capital of Jiaxing Co (the “Acquisition”).

 The total consideration in relation to the Acquisition was approximately Rmb914.7 million, and was funded

entirely by the [PO proceeds. Half of the Acquisition consideration was paid up in December, 1998 and the

balance was paid in March 1999; i

e Approximately Rmb1,048.05 million was used as capital contribution to Shangsan Co. The balance of the ;

capital contribution in the sum of approximately Rmb175.95 million will be paid in the year 2000;

. Approximately Rmb38 million was used as capital contribution to Petroleum Co;

As at 31st December, 1999, the Company used approximately Rmb3,207.42 million, or approximately 91% of its

IPO proceeds. The balance of approximately Rmb316.58 million was deposited in commercial banks in the PRC

and invested in listed liquidable state bonds.
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Directors

The Directors during the year were:

Executive Directors

Mr. Geng Xiaoping
Mr. Ying Shudeng
Mr. Fang Yunti

Mr. Xu Yikuang

Mr. Zhang Jingzhbng
Ms. Zhang Chunming

Mr. Xuan Daoguang

Independent Non-executive Directors

Dr. Hu Hung Lick, Henry
Mr. Tung Chee Chen

All of the Directors were appointed on 1 March 1997. In accordance with the Company's articles of association, all
the Directors will retire and, being eligible, may offer themselves for re-election at the forthcoming extraordinary

general meeting dated 28 February, 2000.

Directors and senior management biographies

Biographical details of the new board of Directors and senior management of the Group are set out under the

Management Profile section of this report.




Directors’ and Supervisors’ service contracts ~

Each of the Directors and supervisors (“Supervisors”) of the Company has entered into a service agreement with

the Company, with effect from 1 March, 1997, for an initial term of three years. {

Save as disclosed above, none of the Directors and Supervisors has entered into any service contract with the
Company which is not determinable by the Company within one year without payment of compensation other S lijj

than statutory compensation. ‘ il

. Directors’ and Supervisors’ interests in contracts i

None of the Directors or Supervisors had any material interest,/whether direct or indirect, in any contract of
significance to which the Company, or any of its subsidiaries, fellow subsidiaries or its holding company was a

party, at the end of the year or at any time during the year.

Directors’ and Supervisors’ interests in shares

As at 31 December, 1999, none of the Directors, Supervisors or their associates had any personal, family, corporate
or other interests in any equity or debt securities of the Company or any associated corporations (as defined in the
SDI Ordinance) as recorded in the register maintained by the Company pursuant to section 29 of the SDI Ordinance
or as otherwise notified to the Company and the Stock Exchange pursuant to the Model Code for Securities

.Transaction by Directors of Listed Companies. |

Directors’ and Supervisors’ rights to subscribe for shares or debentures ‘

At no time during the year was the Company or any of its subsidiaries, jointly-controlled entity, associate or fellow }

subsidiaries or its holding company a party to any arrangement enabling any Directors or Supervisors or the
spouses or children under the age of 18 of any such Directors or Supervisors to acquire benefits by means of the
acquisition of shares in, or debentures of the Company or any other body corporate. No rights to subscribe for

shares in or debentures of the Company have been granted by the Company to, nor have any such rights been

exercised by, any person during the year and up to the date of this report.
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Directors’ and supervisors' remuneration
Rmb‘000
Fees —_
Basic salaries, housing, other allowances and benefits in kind 1,286
Pension scheme contributions —
Bonuses paid and payable —
1,286

None of the Directors or Supervisors received remuneration in excess of HK$1 million.

The amount disclosed above included remuneration of HK$ 120,000 paid to each of the independent non-executive
Directors (1998: HK$100,000). There was no arrangement under which any of the Directors or Supervisors waived

or agreed to waive any remuneration.

Highest paid individuals

The five highest paid individuals of the Company were all Directors. The aggregate amount paid to them for the
year was approximately Rmb762,000 (1398: Rmb708,755). None of them received remuneration in excess of

HK$1 million.

Retirement scheme

As required by the State regulations of the PRC, the Group participates in a defined contribution retirement
scheme. All employees are entitled to an annual pension equal to a fixed proportion of the average basic salary
amount within the geographical area of their last employment at their retirement date. The Group is required to
make contributions to registered insurance companies at rates ranging from 20% to 21% of the average basic
salaries of the previous year within the geographical area where the employees are under employment with the
Group. The Group has no obligation for the payment of pension benefits beyond such annual contributions to the
registered insurance companies. When an emplcyee leaves the scheme, the Company is not entitled to forfeit any
amount of the contributions that it has previously made. Hence, no forfeited contribution was used ny the Company

to reduce the level of its contributions during the year.




Pre-emptive rights

There is no provision for pre-emptive rights in the Company's articles of association or the laws of the PRC, which

would require the Company to offer new shares on a pro rata basis to existing shareholders.

Year 2000 compliance

The Company understands that, with respect to the computer systems that record years by the last two digits as
opposed to four digits, at the turn of the century, the two digits representation “00” will be recognised as Year
1900. This is a global issue which will affect many institutions including those which are already Year 2000

compliant, because there may be knock-on effects from counterparts who fail to address the problem property.

-

The Group's definition of being Year 2000 compliant is ensuring that every supporting computer information
system has continued to function properly and thereby, all the critical business processes have continued to

operate after 31 December, 1999.

The Group has passed the turn of the century and no significant problems have been noted so far. The Directors
believe that the Group’s systems are Year 2000 compliant and that its operations will not be significantly affected

by the Year 2000 issue.

Accommodation benefits for employees

According to the relevant rules and regulations in the PRC, the Group and its employees are required to contribute
to a housing fund (based on a certain percentage of the salaries of the employees). There are no further payment
obligations beyond the said contribution to the housing fund. In 1998, in addition to the contribution made to the
housing fund as required, the Company purchased apartments for the sum of Rmb 19 million and made a provision
of Rmb15.3 million in that year for the estimated loss on their disposal. The Company planned to sell the apartments
to certain eligible employees of the Company at a discount of approximately 80 per cent., and the sale of the

apartments will be completed in 2000. Save as disclosed above, the Company did not own, acquire or dispose any

staff quarters during the ye‘a‘f.
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Report of the Directors (cont'd)

Compliance with the Code of Best Practice

In the opinicn of the Directors, the Company has complied with the Code of Best Practice as set out in Appendix
14 of the Rules Governing the Listing of Securities issued on The Stock Exchange of Hong Kong Limited except the

Board of Directors expect that the Audit Committee will be set up on 28 February, 2000.

Auditors

Ernst & Young will retire and a resolution for their reappointment as international auditors of the Company will be

proposed at the forthcoming annual general meeting.

On behalf of the Board
Geng Xiaoping

Chairman and General Manager

Hangzhou, Zhejiang Province, the PRC
22 February, 2000




Report of the Supervisory Committee

Dear Shareholders,

In compliance with the Company Law of the People’s Republic of China, the relevant laws and regulations of Hong
Kong and the Articles of Association of the Company, the three-member Supervisory Committee conscientiously
discharged its statutory supervisory duties for the purpose of safeguarding the lawful interests of the shareholders : ‘
and the Company. In respect of our primary tasks covered in 1999, we attended Board meetings, advised on »
important issues such as project development, investment decisions, and dividend policy, participated in major

functions of the Company, and understood and monitored through other means the behaviour of the Directors,

General Manager as well as other officers in operational management and routine affairs. In addition, we carried ‘
out an earnest review of the financial position of the Company by verifying on schedule the financial report and |/

profit distribution scheme proposed by the Board for submission to the shareholders’ general meeting.

The Directors, General Manager, and other officers of the Company were engaged in lawful operations ‘and
prescribed activities, while earnestly implementing various resolutions passed at shareholders’ general meetings.
With cost-effective measures in place, promising results were achieved in 1999. There were, accordingly, an

increase in profits attributable to shareholders and a good corporate image was established.

Having examined the financial report and profit distribution scheme for 1999 prepared by the Board for submission
to the shareholders’ general meeting, we considered that the financial report presented an accurate reflection of

the operating results and asset position of the Company for 1999 pursuant to the relevant laws, regulations, and

.the Articles of Association of the Company. We also agreed to the said profit distribution scheme.

We also reviewed the report of the Directors submitted to the shareholders’ general meeting on this occasion and

considered it a presentation of the actual situation regarding the Company. in the course of the business, the

Directors, General Manager and other officers of the Company observed their fiduciary duties and worked with

diligence during the exercise of their rights or the discharge of their tasks. We did not find any abuse of powers or i

!
infringement of the interests of both shareholders and employees. ’




Report of the Supervisory Committee (contd)

The various accomplishments of the Company were to our satisfaction, and we have full confidence in the prospects

of development of the Company.

By the order of Supervisory Committee
Xia Linzhang

Chairman of the Supervisory Committee

22 February, 2000
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Report of the International Auditors i
El] ERNST & YOUNG ;{ I
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To the shareholders |

f
Zhejiang Expressway Co., Ltd i
(Established in the People’s Republic of China with limited liability) i

i
We have audited the financial statements on pages 59 to 101 which have been prepared in accordance with ;!
|

accounting principles generally accepted in Hong Kong.

Respective responsibilities of directors and auditors

The Company's directors are responsible for the preparation of financial statements which give a true and fair
view. In preparing financial statements which give a true and fair view it is fundamental that appropriate accounting
policies are selected and applied consistently. It is our responsibility to form an independent opinion, based on aur

audit, on those statements and to report our opinion to you.

Basis of opinion

We conducted our audit in accordance with Statements of Auditing Standards issued by the Hong Kong Society of

Accountants. An audit includes an examination, on a test basis, of evidence relevant to the amounts and disclosures
i
fu{
¥

RN T TR

the financial statements. It also includes an assessment of the significant estimates and judgements made by the
directors in the preparation of the financial statements, and of whether the accounting policies are appropriate to

the Company’s and the Group's circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance as to whether the financial
statements are free from material misstatement. In forming our opinion we also evaluated the overall adequacy of

the presentation of information in the financial statements. We believe that our audit provides a reasonable basis |

for our opinion,




Report of the International Auditors (contq)

Opinion

In our opinion, the financial statements give a true and fair view, in all material respects, of the state of affairs of
the Company and the Group as at 31 December, 1999 and of the profit, and cash flows of the Group for the year
then ended and have been properly prepared in accordance with the disclosure requirements of the Hong Kong

Companies Ordinance.

Ernst & Young
Certified Public Accountants

. Hong Kong

22 February, 2000
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Year ended 31 December 1999

1999 1998
Notes Rmb’000 Rmb’000
TURNOVER 4 1,050,498 655,069
Operating costs {298,417) (220,537)
Gross profit 752,081 434,532
Other revenue 4 . 167,528 234,573
dministrative expenses (60,320) 45,611)
Other operating expenses - (2,374) (635)
PROFIT FROM OPERATING ACTIVITIES - 856,915 - 622,859
Finance costs o 6 (172,922) (94,741)
Share of profit of an associate ' 22,559 18,982
PROFIT BEFORE TAX 706,552 547,100
Tax ' o 7 (71,810) (73,795)
PROFIT BEFORE MINORITY INTERESTS 634,742 473,305
l Minority interests (86,431) (68,914)
NET PROFIT FROM ORDINARY
ACTIVITIES ATTRIBUTABLE TO
SHAREHOLDERS 8 548,311 404,391
Dividends ' 1 (238,872) (152,009)
RETAINED PROFIT FOR THE YEAR 309,439 252,382
EARNINGS PER SHARE 12 12.62cents 9.31cents

The notes on pages 67 to 101 form an integral part of the financial statements.
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Year ended 31 December 1999

1999 1998
Notes Rmb’000 Rmb000
Effect of changes in accounting policy 31 19,133 -
Net gain not recognised in
the income statement 19,133 —
Net profit for the year
attributable to shareholders 548,311 404,391
Total recognised gains and losses 567,444 404,391
Capital reserve arising on . ‘
the acquisition of a subsidiary 29 —_ 9,805
Goodwill eliminated directly .
against reserves 29 (14,769) (323,085) -
552,675 91,111

The notes on pages 67 to 101 form an integral part of the financial statements.




31 December 1999
1999 1998
Notes Rmb’000 Rmb'000
NON-CURRENT ASSETS
Fixed assets 13 10,621,870 9,862,189
Interest in a jointly-controlied entity 15 ‘ 65,000 —
Interest in an associate 16 231,439 220,718
Expressway operating rights _ 17 240,745 249,445
ng term investments 18 38,650 11,149
Deferred costs _ 4,928
i 11,197,704 10,348,429
CURRENT ASSETS
Short term investments _ 18 1,083,394 1,016,783
Inventories : . 1,049 1,851
Trade receivables 19 4,749 11,560
Other receivables 20 270,119 326,753
Time deposits A . 417,952 1,004,442
Cash and cash equivalents ' 21 950,721 284,172
. 2,727,984 2,645,561
CURRENT LIABILITIES
Trade payables 226,895 380,645
Profits tax payable 116,245 64,924
Other taxes payable 11,735 18,422 j
Other payables and accruals - 22 524,298 872,615
interest-bearing bank and other borrowings 23 1,106,425 520,191
1,985,598 1,856,797 )
NET CURRENT ASSETS 742,386 788,764

61-
The notes on pages 67 to 101 form an integral part of the financial statements.




31 December 1999

The notes on pages 67 to 101 form an integral part of the financial statements,

02

1999 1998
Notes Rmb‘000 Rmb‘000
TOTAL ASSETS LESS CURRENT
LIABILITIES 11,940,090 11,137,193
NON-CURRENT LIABILITIES
Interest-bearing bank and other loans 24 2,053,472 1,746,583
Deferred tax 27 3,346 5,658
. Minority interests 1,449,432 1,245,782
8,433,840 8,139,170
CAPTIAL AND RESERVES
Issued capital 28 4,343,115 4,343,115
Reserves 29 4,090,725 3,796,055
8,433,840 8,139,170
Geng Xiaoping Fang Yunti
Director Director




Year ended 31 December 1999
1999 1998
Note Rmb‘000 Rmb’000
NET CASH INFLOW FROM OPERATING ACTIVITIES 30(a) 1,047,828 610,682
RETURNS ON INVESTMENTS
AND SERVICING OF FINANCE
Interest received 78,225 62,941
Interest paid (177,880) (176,845)

. Dividends paid (217,156) (69,490)
Dividends paid to minority interests (6.840) (11,058)
Dividend from an associate 10,659 -

Net cash outflow from returns on investments
and servicing of finance . (312,992) (194,452)
TAXATION
Taxes paid ' (43,978) (61,881)
INVESTING ACTIVITIES
Additions to fixed assets (187,903) (566,994)
Additions to construction in progress (808,691) {928,607)
Decrease in time deposits . 586,490 1,045,423
Decrease in long term investments 2,500 —_
Increase in deferred costs (174) "~ (2,584)
Increase in short term investments (96,611) (972,283)
Acquisition of additional interests in subsidiaries (565,812) (457,333)
Acquisition of a jointly-controlled entity (65,000) —_
Acquisition of a subsidiary — 640,782
Acquisition of an associate - " (208,000)
Net cash outflow from investing activities (1,135,201) (1,449,596)
NET CASH QUTFLOW BEFORE !l
FINANCING ACTIVITIES (444,343) (1,095,247) ;
The notes on pages 67 to 101 form an integral part of the financial statements. 63




Year ended 31 December 1999

1999 1998
Note Rmb’000 Rmb’000
NET CASH OUTFLOW BEFORE FINANCING ACTIVITIES (444,343) (1,095,247)
FINANCING ACTIVITIES 30(b)
New bank and other loans 2,890,122 823,668
Repayment of bank and other loans (1,996,999) (780,930)
Minority interests 217,769 489,935
. Net cash inflow from financing activities 1,110,892 532,673
INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENTS 666,549 (562,574)
Cash and cash equivalents at beginning of year 284,172 846,746
CASH AND CASH EQUIVALENTS AT END OF YEAR 950,721 284,172
ANALYSIS OF BALANCES OF CASH
AND CASH EQUIVALENTS
Cash and bank balances 300,247 232,883
Time deposits with original rﬁaturity of less than
three months when acquired 650,474 51,289

. 950,721 284,172

The notes on pages 67 to 101 form an integral part of the financial statements.
- 64




31 December 1999
1999 1998
Notes Rmb‘000 Rmb'000
NON-CURRENT ASSETS
Fixed assets 13 5,148,878 5,201,739
Interests in subsidiaries 14 3,211,124 2,881,518
interest in a jointly-controlled entity 15 ' 65,000 —
Interest in an associate 16 208,000 208,000
Expressway operating rights 17 189,512 196,445
..ong term investments 18 , 30,000 -
8,852,514 8,487,702
CURRENT ASSETS
Short term investments 18 801,766 759,984
Inventories 810 1,517
Trade receivables 19 4,749 9,257
Other receivables 20 40,770 23,621
Time deposits 417,952 1,004,442
Cash and cash equivalents 21 830,021 185,668
|
2,096,068 1,984,489
CURRENT LIABILITIES
Trade payables ' 7,315 13,263
Profits tax payable 42,780 5,800
Other taxes payable 4,425 2,923
Other payables and accruals 22 432,827 794,604
interest-bearing bank and other borrowings 23 1,010,956 474,804
1,498,303 1,291,394
NET CURRENT ASSETS 597,765 693,095
The notes on pages 67 to 101 form an integral part of the financial statements.
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31 December 1999

1999 1998
Notes Rmb’000 Rmb’000
TOTAL ASSETS LESS CURRENT LIABILITIES 9,450,279 9,180,797
NON-CURRENT LIABILITIES
interest-bearing bank and other loans 24 973,534 799,599
Deferred tax 27 3,346 5,658
NET ASSETS 8,473,399 8,375,540
CAPITAL AND RESERVES
Issued capital 28 4,343,115 4,343,115
Reserves 29 4,130,284 4,032,425
8,473,399 8,375,540
Geng Xiaoping Fang Yunti
Director Director

The notes on pages 67 to 101 form an integral part of the financial statements.




31 December 1999

1. Corporate Information

’

Hangzhou, Zhejiang, the PRC. During the year, the Group was involved in the following principal activities:

|
The regjistered office of Zhejiang Expressway Co., Ltd. is 19/F, Zhejiang World Trade Centre, 15 Shuguang Road f

i

|
(a) The design, construction, operation, maintenance and management of high grade roads; and

(b) The development and operation of certain ancillary services such as technical consultation, automobile

servicing and fuel facilities.

4
|
Q. Impact of HKSSAPs %

consolidated financial statements.

. HKSSAP 1: Presentation of Financial Statements
. HKSSAP 2: Net Profit or Loss for the Period, Fundamental Errors and Changes in Accounting Policies
. HKSSAP 10: Accounting for investments in Associates

¢/ HKSSAP 24: Accounting for Investments

The following is a summary of the major effects of their respective adoption.

HKSSAP 1 prescribes the basis for the presentation of financial statements and sets out guidelines for their structure

balance sheets set out on pages 59, 61 and 62 respectively, has been revised in accordance with the HKSSAP, and
a new statement of recognised gains and losses, not previously required, is included on page 60. Additional

. and minimum requirements for the content therein. The format of the consolidated income statement and the
disclosures as required are included in the supporting notes thereto.

HKSSAP 2 prescribes the dlassification, disclosure and accounting treatment of certain items in the income statement,

The following Accounting Standards have been adopted for the first time in the preparation of the current year
l

and specifies the accounting treatment for changes in accounting estimates, changes in accounting policies and |

the correction of fundamental errors.

HKSSAP 10, which prescribes the accounting treatment for investments in associates, is very similar in most respects

used and certain disclosures have been revised in line with the new requirements.

to the previous HKSSAP 10, and accordingly has had no major impact an these financial statements. The terminology { '
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31 December 1999

2.

Impact of New HKSSAPs (Continued)

HKSSAP 24 prescribes the accounting treatment and disclosures for investments in debt and equity securities,
including in certain circumstances alternative accounting treatments. For these financial statements, short term
investments in securities held for trading purposes are also stated at their fair values, with differences in valuation
being charged or credited to the income statement. The effect of the change of accounting policy, which has

been treated as a prior year adjustment, is explained in note 31 to the financial statements.
Summary of Significant Accounting Policies

Basis of preparation

These financial statements have been prepared in accordance with Hong Kong Statements of Standard Accounting
Practice, accounting principles generally accepted in Hong Kong and the disclosure requirements of the Hong
Kong Companies Ordinance. They have been prepared under the historical cost convention, modified with respect

to the measurement of investments in securities, as further explained below.

Basis of consolidation

The consolidated financial statements include the audited financial statements of the Company and its subsidiaries
for the year ended 31 December 1999. The results of subsidiaries acquired or disposed of during the year are
consolidated from or to their effective dates of acquisition or disposal, respectively. All significant intercompany

transactions and balances are eliminated on consolidation.

Subsidiaries

A subsidiary is a company in which the Company, directly or indirectly, controls more than half of its voting power

or issued share capital or controls the composition of its board of directors.

interests in subsidiaries are stated at cost unless, in the opinion of the directors, there have been permanent

diminutions in values, when they are written down to values determined by the directors.




Summary of Significant Accounting Policies (Continued)

Joint ventures

A joint venture is a contractual arrangement whereby the Group and other parties undertake an economic activity

which is subject to joint control and none of the participating parties has unilateral control over the economic

activity.

The joint venture arrangements which involve the establishment of a separate entity in which the Group and

other parties have an interest are referred to as jointly-controlied entities.

The Group’s share of the post-acquisition results and reserves of jointly-controlled entities is included in the
consolidated income statement and consolidated reserves, respectively. The Group's interests in joinﬂy-controlled
entities are stated in the consolidated balance sheet at the Group's share of net assets under the equity method
of accounting less any provisions for diminutions in values, other than those considered temporary in nature,

deemed necessa'ry by the directors.

The results of jointly-controlied entities are included in the Company’s income statement to the extent of dividends
received and receivable. The Company’s interests in jointly-controlled entities are treated as fong term investments
and are stated at cost less any provisions for diminutions in values, other than those considered temporary in

nature, deemed necessary by the directors.

Associates

An associate is an enterprise, not being a subsidiary or a joint venture, in which the Group has a long term interest
of generally not less than 20% of the equity voting rights and over which it is in a position to exercise significant

influence. N

The Group's share of the post-acquisition results and reserves of associates is included in the consolidated income
statement and consolidated reserves, respectively. The Group's interests in associates are stated in the consolidated

balance sheet at the Group’s share of net assets under the equity method of accounting less any provisions for

diminutions in values, other than these considered temporary in nature, deemed necessary by the directors.
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31 December 1999

3.

Summary of Significant Accounting Policies (Continued)

Associates (Continued)

The results of associates are included in the Company’s income statement to the extent of dividends received and
receivable. The Company’s interests in associates are stated at cost less any provisions for diminutions in values,

other than those considered temporary in nature, deemed necessary by the directors.

Goodwill

Goodwill arising on consdidafion of subsidiaries and on acquisition of associates and jointly-controlled entities
represents the excess purchase consideration paid over the fair values ascribed to the net underlying assets acquired
and is eliminated against reserves in the year of acquisition. On disposal of subsidiaries, associates or jointly-
controlled entities, the relevant portion of attributable goodwill previously eliminated against reserves is written

back and included in the calculation of the gain or loss on disposal.

Fixed assets and depreciation

Fixed assets are stated at cost less accumulated depreciation. The cost of an asset comprises its purchase price,
costs transferred from construction in progress and any directly attributable costs of bringing the asset to its
working condition and location for its intended use. Expenditure incurred after the tangible fixed assets have
been put into operation, such as repairs and maintenance and overhaul costs, is normally charged to the income
statement in the period in which it is incurred. in situations where it can be clearly demonstrated that the
expenditure has resulted in an increase in the future economic benefits expected to be obtained from the use of

the tangible fixed assets, the éxpenditure is capitalised as an additional cost of the tangible fixed assets.

Depreciation of expressways and bridges is provided by using the sinking fund method whereby the aggregate
annual depreciation amounts, compounded at average rates ranging from 7% to 8.77% per annum, up to the
expiry of the underlying 30-year expressway concession period will be equal to the total cost of the expressways

and bridges.

Amortisation of land is provided on a straight-line basis to write off the cost of the land use rights over the

underlying 30-year expressway concession period.
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3. Summary of Significant Accounting Policies (Continued)

Fixed assets and depreciation (Continued)

Depreciation of fixed assets, other than expressways, bridges and land, is provided on a straight-line basis to write
off the cost of the assets, less their estimated residual values, being 3% of the cost, over their estimated useful

lives. The principal annual rates used for this purpose are as follows:

Annual

. Estimated depreciation
useful life rate

Toll stations and ancillary facilities 30 years 3.2%
Communications and signalling equipment 10 years | 9.7%

Motor vehicles ‘ 8 years 12%

Machinery and equipment 5-8 years 12-19.4%

The gain or loss on disposal or retirement of a fixed asset recognised in the income statement is the difference

between the net sales proceeds and the carrying amount of the relevant asset.

Construction in progress

. Construction in progress represents costs incurred in the construction of expressways and bridges. Costs comprise
direct costs of construction as well as interest charges and certain exchange differences related to funds borrowed
during the periods of construction, installation and testing. No provision for depreciation is made on construction

in progress until such time as the relevant assets are completed and put into use.

Expressway operating rights

Expressway operating rights represent the rights to operate the expressways and are stated at cost less accumulated

amaortisation.

Amortisation is provided on a straight-line basis over the periods of expressway operating rights granted to the

Company and its subsidiaries.




31 December 1999

3. Summary of Significant Accounting Policies (Continued)

Long term investments

Long term investments are non-trading investments in listed and unlisted securities intended to be held on a long

term basis.

Held-to-maturity securities are stated at cost plus or minus the cumulative amortisation of the difference between
the purchase price and the maturity amount, less any provision for permanent diminutions considered necessary
. by the directors, on an individual basis. The provision is recognised as an expense immediately. The profit or loss
on disposal of a held-to-maturity security is accounted for in the period in which the disposals occurs and is the

difference between the net sales proceeds and the carrying amount of the security.

Unlisted equity securities are stated at cost, less any provisions for permanent diminutions considered necessary
by the directors, on an individual basis. The provision is recognised as an expense immediately. The profit or loss
on disposal of an unlisted security is accounted for in the period in which the disposals occurs and is the difference

between the net sales proceeds and the carrying amount of the security.

Short term investments

Short term investments are investments in securities heid for trading purposes and are stated at their fair values

on the basis of their quoted market prices at the balance sheet date, on an individual investment basis. The gains
’ or losses arising from changes in the fair value of a security are credited or charged to the income statement for

the period in which they arise.

Revenue recognition

Revenue is recognised when it is probable that the economic benefits will flow to the Group and when the

revenue can be measured reliably, on the following bases:
(@) toll revenue, net of any applicable revenue taxes, when received;

{b) on the sale of goods, when the significant risks and rewards of ownership have been transferred to the
buyers, provided that the Group maintains neither managerial involvement to the degree usually associated

with ownership, nor effective control over the goods sold;
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Summary of Significant Accounting Policies (Continued)

Revenue recognition (Continued)

()  onthe rendering of services, based on the percentage of completion basis, provided that this and the costs
incurred as well as the estimated costs to completion can be measured reliably. The stage of completion of
a transaction associated with the rendering of services is established by reference to the costs incurred to

date as compared to the total costs to be incurred under the transaction;
(d) rental income, on a time proportion basis over the lease terms;

(e) interest income, on a time proportion basis taking into account the principal outstanding and the effective

interest rate applicable; and
{f) .. dividends, when the shareholders’ right to receive payment is established.
Tax

PRC income tax is provided at rates applicable to enterprises in the PRC on income for financial reporting burposes,
adjusted for income and expense items which are not assessable or deductible for income tax purposes, based on

existing PRC income tax legislation, practices and interpretations thereof.

Deferred taxation is provided, using the liability method, on all significant timing differences to the extent it is
probable that the liability will crystallise in the foreseeable future. A deferred tax asset is not recognised until its

realisation is assured beyond reasonabie doubt.

Foreign currencies

~

The financial records of the Company and its subsidiaries are maintained and the financial statements are stated

in Renminbi (“Rmb").

Foreign currency transactions are recorded at the applicable rates of exchange ruling at the transaction dates.
Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are translated at the
applicable rates of exchange ruling at that date. Exchange differences are dealt with in the income statement
unless such exchange differences relate to funds borrowed specifically for the financing of construction of

expressways and bridges, in which case they are capitalised to the extent that they can be regarded as an adjustment

to interest costs.




31 December 1999

3. Summary of Significant Accounting Policies (Continued)

Capitalisation of borrowing costs

Borrowing costs directly attributable to the construction of expressways, tunnels and bridges are capitalised as
part of the cost of such assets when it is probable that they will result in future economic benefits to the Group

and the costs can be measured reliably. Other borrowing costs are recognised as an expense in the period in

which they are incurred.

The amount of borrowing costs capitalised is determined by reference to the actual borrowing costs incurred on
. funds borrowed specifically for the construction of expressways, tunnels and bridges during the period less any
investment income arising from the temporary investment of those borrowings.

Capitalisation of borrowing costs on funds borrowed specifically for the construction of completed expressway
sections ceases when the construction of such expressway sections is completed and the section completed is

capable of commencing toll operations.

Operating Leases

Leases where substantiaily all the rewards and risks of ownership of assets remain with the leasing company are

accounted for as operating leases. Rentals applicable to such operating leases are charged to the income statement

on a straight-line basis over the lease terms.

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is determined on the weighted average
. basis. Net realisable value is based on estimated selling prices less any further costs expected to be incurred to

completion and disposal.

Related parties

Parties are considered to be related if one party has the ability, directly or indirectly, to control the other party, or
exercise significant influence over the other party in making financial and operating decisions. Parties are also

considered to be related if they are subjected to common control or common significant influence.

Cash equivalents

For the purpose of the consolidated cash flow statement, cash equivalents represent short term highily liquid
investments which are readily convertible into known amounts of cash and which were within three months of _
maturity when acquired, less advances from banks repayable within three months from the date of the advance.
For the purpose of balance sheet classification, cash equivalents represent assets similar in nature to cash, which

74 are not restricted as to use.
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4. Turnover and Revenue
Turnover mainly represents toll income from the operation of expressways, the value of advertising services
rendered, and the value of road maintenance services rendered, net of relevant revenue taxes.
An analysis of turnover and revenue is as follows:
1999 1998
Rmb’000 Rmb’000
Toll income 1,087,672 658,505
Advertising income _ i 5,859 2,231
Road maintenance income 6,971 - 24,843
Others 9,918 5,697
1,110,420 691,276
Less: Revenue taxes N (59,922) (36,207)
Turnover 1,050,498 655,069
Exchange gains - 2,057
Dividend income from unlisted investments 107 179
. Income on short term investments in securities 77,577 150,003
Interest income 79,579 71,801
Rental income 4,893 1,213
Trailer income 4,309 5,408
Others 1,063 3,912
Other revenue 167,528 234,573
Revenue 1,218,026 889,642 !
|
i
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31 December 1999

4. Turnover and Revenue (Continued)
The Company and its subsidiaries are subject to the following types of revenue taxes:

- Business Tax (“BT"), levied at 3% to 5% on toll income and other service income;
- City Development Tax, levied at 1% to 7% of BT;
- Education Supplementary Tax, levied at 3.5% to 4% of BT; and

- Culture & Education Fees, levied at 3% on advertising income.

. 5. Profit From Operating Activities

The Group's profit from operating activities is arrived at after charging/(crediting):

1999 1998
Rmb'000 Rmb’000
Depreciation ’ _ 140,127 85,524
Operating lease rentals on land and buildings 526 2,839
Auditors’ remuneration 1,842 1,366
Staff costs:
Wages and salaries 48,865 34,219
Pension contributions 3,052 2,964
Amortisation of deferred costs ' 5.102 837 )
. Amortisation of expressway operating rights 8,700 6,933
Provision for anticipated deficit arising on the
disposal of ;taﬁ quarters ' - 15,300
Loss on disposal of fixed assets 3,028 - 2,681
Net rental income (4,893) (1,213)
Exchange losses / (gains) 182 (2,057)
Dividend income from unlisted investments v (107) (179)
Interest income (79,579) (71,801)
Income from short term investments ' (77.577) {150,003)
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6. Finance Costs

1999 1998

Rmb’000 Rmb’000

Interest on bank loans and other loans
wholly repayable within five years 117,446 103,385
Interest on other loans 70,319 73,460
. Total finance costs 187,765 176,845
]
Interest capitalised (14,843) (82,104)
172,922 94,741

7. Tax
No Hong Kong profits tax has been provided as the Group had no taxable profits in Hong Kong during the year.

The Group was subject to the Enterprise Income Tax (the “EIT”) levied at a rate of 33% of taxable income based

on income for financial reporting purposes prepared in accordance with the laws and regulations in the PRC.

According to an approval from Zhejiang Provincial Local Tax Bureau dated 14 February 2000, Shangsan Co was
. qualified for the exceptions under the category of “New enterprise providing employment opportunities to
redundant workers” as defined in the relevant national tax rules, and therefore, was entitied to an exemption

from EIT for three years starting from 1 January 1998.

Pursuant to a series of directives issued by Zhejiang Provincial People’s Government, and the Municipal Governments
of Yuhang and Jiaxing in 1997, the Company, Yuhang Co and Jiaxing Co were entitled to respective refunds from

the Zhejiang Finance Bureau or the Municipal Finance Bureau of Yuhang and Jiaxing, of an amount equal to 18% ,

of their taxable income in respect of the EIT paid to the taxation bureau, respectively.




31 December 1999

7. Tax (Continued)

The tax refunded and refundable represents the tax subsidies received during the year or immediately after the
year end. It is the directors’ opinion that these refunds are received without recourse. Notwithstanding this, as a
result of the State Council‘s newly released directive numbered Guo Fa [2000]2 in respect of correcting the tax
refund policies adopted by local governments with effect from 1 January 2000, the Company is seeking clarification
and advice from relevant government authorities as to whether the Company and its subsidiaries may or may not
continue to enjoy the 18% tax refund in the future. Should the aforementioned directive be applicable to the
entitiement of the Group's existing preferential tax treatment, the Group, according to the directive and with the
. assistance from Zhejiang Provincial Government, will make an application to the relevant national authorities to .
enable the Company to continue to enjoy the relevant financial subsidies as a major transportation infrastructure

investment enterprise listed abroad. However, there is no assurance that the application will be approved.

1999 1998

Rmb’000 Rmb’000
Group:
Tax charged 166,839 142,703
Overprovision in prior year (10,930) -
Tax refunded/refundable (82,966) (77,788)
72,943 64,915
. Deferred - note 27 (2,312) 2,616
Share of tax attributable to an associate 7.443 6,264
overprovision in an associéte in prior year " (6,264) -
Tax charge for the year 71,810 73,795

There was no material unprovided deferred tax in respect of the year (1998 : Nil).

8. Net Profit From Ordinary Activities Attributable to Shareholders

The net profit from ordinary activities attributable to shareholders deait with in the financial statements of the

Company is Rmb336,731,000 (1998: Rmb333,768,000).
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9. Directors’ Remuneration
Directors’ remuneration disclosed pursuant to the Listing Rules and Section 5161 of the Companies Ordinance is as
follows:
1999 1998
Rmb'000 Rmb’000
Fees - —
. : Other emoluments: |
Salaries, allowances and benefits in kind 1,286 1,166
1,286 1,166

Salaries, allowances and benefits in kind include HK$ 120,000 (1998: Hk$100,000) payable to each of the independent
non-executive directors. There was no other emoluments payable to the independent non-executive directors

during the year (1998: Nil).
. The remuneration of the directors fell within the following band:

Number of directors i,

1999 1998

Nil to Rmb500,000 9 9

There was no arrangement under which a director waived or agreed to waive any remuneration during the year.

10. Five Highest Paid Employees

The five highest paid employees during the year included five (1998: five) directors, details of whose remuneration

are set out in note 9 above.
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11. Dividends

Company

g e R s L g
R B R S

1999 1998
Rmb’000 Rmb’000 -
interim - Rmb0.015 (approximately HK$0.014) per share (1998: Nil) 65,147 -
Proposed final - Rmb0.04 ,,
(approximately HK$0.037) per share ‘
(1998: Rmb0.035 (approximately HK$0.033) per share) 173,725 152,009
238,872 152,009

12. Earnings Per Share

The calculation of basic earnings per share is based on the net profit from ordinary activities attributable to

shareholders for the year of Rmb548,311,000 (1998: Rmb404,391,000) and the 4,343,114,500 shares (1998:

4,343,114,500 shares) in issue during the year.

Diluted earnings per share for the years ended 31 December 1999 and 1998 have not been calculated as no

diluting event existed during these years.




13. Fixed Assets

Toll Communi-
stations ations
Expressways and and Mathinery
and andllary signalling Motor and  Construction
Land bridges facilities equipment vehides equipment in progress Total
Rmb000 Rmb'000 Rmb’000 Rmb'000 Rmb’000 Rmb'000 Rmb'000 Rmb'000
Group
Cost:
At 1 January 1999 527,628 8,098,739 83,883 8485 31,448 65,938 1,189,187 10,005,308
Additions - - 4,798 - 2,086 3176 892,776 902,836
Transfers - 30,255 125790 - - 108,860 (264,905} -
Disposals - - {7,564) - (206) (40) - {7,810)
At 31 December 1999 521,628 8,128,994 206,907 4 8,485 33328 177,934 1,817,058+ 10,900,334
Accumulated depreciation: .
At 1 January 1999 18,264 103,523 6,429 41 4423 10,079 - 143,119
Provided during the year 17,570 91,448 -10,124 819 4,009 16,157 - 140,127
Written off on disposals - - (4,566) - (206) (10) - (4,782}
At 31 December 1999 35,834 194971 11,987 120 8226 26,226 - 278,464
.Net book value:
i At31December 1559 491,794 7,934,023 194,920 7.265 25102 151,708 1,817,058 10,621,870
At 31 December 1998 509,364 7,995,216 7744 8,084 27,025 . 55,859 1,189,187 9,862,189
Company
Cost:
At 1 January 1999 350,384 4,712,616 65,658 8472 20,654 64,355 107,258 5,329,397
Additions - - - - 1,464 - 33,887 35,351
Transfers - - 28,925 - - 108,818 (138743) -
Disposals - - 218) - - (40) - (258)
At 31 December 1999 350,384 4,712,616 95,365 84n 2,118 173133 140 5,364,430
Accumulated depreciation:
At 1 January 1999 17,994 92,298 2910 401 4144 9911 - 127,658
Provided during the year 1668 55,253 3,788 817 2,447 14,027 - 88,001
Written off on disposals - - (37) - - {10) - (a1
At 31 December 1999 29,662 147,551 6,662 1218 6,591 23,928 - 215,612
Net book value:
At 31 December 1999 320,722 4,565,065 88,703 7254 15,527 149,205 2,402 5,148,878
At 31 December 1998 332,390 4,520,318 62,748 8,07 16,510 54,444 107,258 5,201,73%

All fixed assets are located in the PRC.
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14. Interests in Subsidiaries

Company
1999 1998
Rmb’000 Rmb’000
Unlisted shares, at cost 3,196,754 2,861,875
Due from subsidiaries 28,175 19,643
Due to subsidiaries (13,805) —
3,211,124 2,881,518

The amounts due from/to subsidiaries are unsecured, interest-free and have no fixed terms of repayments.

Particulars of the Company’s subsidiaries, all of which are directly held, are as follows:

Percentage
of equity
Date and attributable
Name of » place of Registered to the
subsidiaries registration capital Company Principal activities
Zhejiang Yuhang Note 1 75,223,000 51% Construction and management
Expressway of the Yuhang Section of
Company Limited . the Shanghai-Hangzhou
(*Yuhang Co") Expressway
Zhejiang Jiaxing Note 2 1,859,200,000 84.19% Construction and management
Expressway of the Jiaxing Section of
Company Limited : the Shanghai-Hangzhou
("Jiaxing Co") Expressway
Zhejiang Gaotong Note 3 5,000,000 80% Manufacturing, designing and
Stone Development selling of stone and
Company Limited quarry materials

("Gaotong”)
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14. Interests in Subsidiaries (Continued)

Pertentage
of equity
Date and attributable
Name of place of Registered to the
subsidiaries registfation capital Company Principal activities
Zhejiang Shangsan Note 4 2,400,000,000 , 55% Investing, construction
. Expressway and operating the
Company Limited - Shangsan Expressway
(“Shangsan Co") .
- ‘Zhejiang Expressway Note 5 1,000,000 70% Advertising

Advertising
Company Limited
("Advertising Co™)

1 Note 1. Yuhang Co was established on 7 June 1994 in the PRC as a joint stock limited company and was subsequently restructured
into a limited liability company under its current name on 28 November 1996.

Note 2. Jiaxing Co was established on 30 June 1994 in the PRC as a joint stock limited company and was subsequently restructured

into a limited liability company under its current name on 29 November 1996.
. Note 3. Gaotong was established on 3 November 1997 in the PRC as a limited liability company.
Note 4. Shangsan Co was established on 1 January 1998 in the PRC as a limited liability company.

Note 5. Advertising Co was established on 1 June 1998 in the PRC as a limited liability company.
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15. Interest in a Jointly-Controlled Entity

Group Company
1999 1998 1999 1998
Rmb’000 Rmb’000 Rmb'000 Rmb’'000
Unlisted shares, at cost — — 65,000 —
Share of net assets other than goodwill 65,000 — — —

. 65,000 — 65,000 —

Particulars of the jointly-controlled entity, which is directly heid by the Company, are as foliows:

Place of Percentage of

Business registrationand  Ownership Voting Profit Principal

Name structure operations interest power  sharing activities
Hangzhou Corporate ‘ the PRC 50% - 50% 50% Investing,
Shida constructing
Expressway and operating
Co., Ltd. of Shigiao-
(“Shida Co") Dajing Road

. ("shida
Road”)
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16. Interest in an Associate
Group Company
1999 1998 1999 1998
Rmb’000 Rmb’000 Rmb’000 Rmb’000
Unlisted shares, at cost —_ — 208,000 208,000
Share of net assets other than goodwill 231,439 220,718 — —
. 231,439 220,718 208,000 208,000

The Group’s share of Post-acquisition accumulated resérves of the associate at 31 December 1999 was

Rmb23,439,000 (1998; Rmb 1 2,718,000).

Particulars of the associate, which is directly heid by the Company, are as follows:

Percentage
Place of of equity
‘ Business ' registration attributable
Name structure and operations to the Group Principal activities
1999 1998
. Zhejiang Expressway Corporate the PRC 50% 50% Constructing and
Petroleum operating of gas
Development Co,, Ltd. stations and the sale
("Petroleum Co") of petroleum

products

The financial statements of the above associate are coterminous with those of the Group. The consolidated financial

statements have been adjusted for Material transactions between the associate and Group companies.
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17. Expressway Operating Rights

Group Company
Rmb’000 Rmb’000
Cost:
At 1 January and 31 December 1999 261,000 208,000
Amortisation:

. At 1 January 1999 11,555 11,555
Provided during the year 8,700 6,933
At 31 December 1999 20,255 18,488

Net book value:
At 31 December 1999 240,745 189,512
At 31 December 1998 249,445 196,445

18. Investments

Long term investments

. Group Company

1999 1998 1999 1998

Rmb’000 Rmb'000 Rmb’000 Rmb‘000

Held-to-maturity securities 30,000 —_ 30,000 —
Unlisted equity investments, at cost 8,650 11,149 — -
38,650 11,149 30,000 —
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18. Investments (continued)

Short term investments

Group Company
1999 1998 1999 1998
Rmb’000 Rmb’000 Rmb‘000 Rmb’000
Listed government debentures, ’

. at market vaiue | |
|
- PRC 1,083,394 1,016,783 801,766 759,984

1,083,394 1,016,783 801,766 759,984

The market value of the Group’s short term investments at the date of approval of these financial statements was

approximately Rmb1,082,974,000 (1998: Rmb1,027,052,000).

19. Trade Receivables

Group Company
1999 1998 1999 1998
Rmb’000 Rmb’000 Rmb’000 Rmb‘000
Trade receivabies 4,749 11,560 4,749 9,257
Provision for doubtful debts —_ — _ —
Trade receivables, net 4,749 11,560 4,749 9,257
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20. Other Receivables

Group Company
1999 1998 1999 1998
Note Rmb000 Rmb’000 Rmb’000 Rmb’000
Prepayments 77,680 246,673 1,832 1,121
Deposits and other debtors 133,468 43,346 15,605 19,337
Due from related parties 25 - 119 — -
Profits tax refundable 58,971 36,615 23,333 3,163
270,119 326,753 40,770 23,621

21. Cash and Cash Equivalents

Group Company
1999 1998 1999 1998
Rmb’000 Rmb’000 Rmb'000 Rmb'000
Cash and bank balances 300,247 232,883 179,547 145,380
Time deposits 650,474 51,289 650,474 40,288
950,721 284,172 830,021 185,668




23.

22. Other Payables and Accruals
Company
1999 1998 1999 1998
Notes Rmb’000 Rmb’000 Rmb’000 Rmb‘C00
Accruals 130,653 114,366 99,859 80,940
Other liabilities 94,824 516,906 65,047 492,635
Due to related parties 25 88,449 85,889 88,449 64,273
Due to the holding company - 26 36,647 3,445 5.747 4,747
Proposed final dividend 11 173,725 152,009 173,725 152,009
524,298 872,615 432,827 794,604
Interest-Bearing Bank and Other Borrowings
Company
1999 1998 1999 1998
Note Rmb‘000 Rmb’000 Rmb’000 Rmb’000
Current portion of bank
and other borrowings 24 1,106,425 520,191 1,010,956 474,804
1,106,425 520,191 1,010,956 474,804

e
'
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24. Interest-Bearing Bank and Other Loans

Group Company
1999 1998 1999 1998
Rmb’000 Rmb’'000 Rmb‘000 Rmb’000
Bank loans:
Secured 30,000 100,000 - 100,000
Unsecured 1,140,000 310,000 1,090,000 280,000
. 1,170,000 410,000 1,090,000 380,000
Other loans;
Unsecured 1,989,897 1,856,774 894,490 894,403

3,159,897 2,266,774 1,984,490 1,274,403

Bank loans repayable:

Within one year 910,000 410,000 830,000 380,000
In the second year 100,000 - 100,000 -_
In the third to fifth years, inclusive 160,000 — 160,000 -

Beyond five years — — — —

1,170,000 410,000 1,090,000 380,000
. Other loans repayable: _
Within one year 196,425 110,191 180,956 94,804
In the second year ) 138,282 93,040 72,302 86,041
In the third to fifth years, inclusive 643,038 371,120 252,767 150,197
Beyond five years 1,012,152 1,282,423 388,465 563,361
1,989,897 1,856,774 894,490 894,403
Portion classified as current » _
liabilities-note 23 _ (1,106,425) (520,191) (1,010,956) (474,804)
Long term portion 2,053,472 1,746,583 973,534 799,599
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25.

26.

27.

Interest-Bearing Bank and Other Loans (Continued)

(a) Included in the total bank loans of Rmb1,170,000,000, an amount of Rmb30,000,000 is secured by time

deposits of Rmb20,000,000 and cash and bank balances of Rmb10,844,151. The remaining balance is

unsecured. Bank loans bear interest at rates ranging from 5.022% to 6.327% per annum.

(b) Other loans are unsecured and bear interest at rates ranging from 3% to 8.53% per annum.

Balances with Related Parties

The amounts due from and due to related parties are unsecured, interest-free and have no fixed terms of

repayments.

Amount Due to the Holding Company

The amount due to the holding company is unsecured, interest-free and has no fixed terms of repayments.

Deferred Tax

Group and Company

1999 1998

Rmb'000 Rmb’000

Balance at beginning of year 5.658 3,042
Chargef(credit) for the year - note 7 : (2,.312) 2,616
At 31 December 3,346 5,658

The deferred tax of the Group and the Company arose from differences in accounting treatments between the
generally accepted accounting principles adopted in the PRC and those adopted in preparing these financial

statements under HKSSAP.
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28. Share Capital

1999 1998
Number Number 1999 1998
of shares of shares Rmb’000 Rmb’000
Registered, issued and fully paid:
Domestic shares of Rmb1.00 each 2,909,260,000 2,909,260,000 2,909,260 2,909,260
H Shares of Rmb1.00 each 1,433,854,500 1,433,854,500 1,433,855 1,433,855
‘ 4,343,114,500 4,343,114,500 4,343,115 4,343,115

The domestic shares are not currently listed on any stock exchange.

The H Shares have been listed on The Stock Exchange of Hong Kong Limited since 15 May 1997.

All the domestic shares and H Shares rank pari passu with each other as to dividends and voting rights.
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29. Reserves

Share Capital/  Statutory Public
premium (goodwill) surplus welfare  Retained
account reserve reserve fund profits Total
Rmb’000 Rmb’'000 Rmb’000 Rmb’000 Rmb’000 Rmb’000

Group
At 1 January 1998 3,645,082 (3,967) 30,169 15,084 170,585 3,856,953
Capital reserve on acquisition '

of a subsidiary — 9,805 - - — 9,805 -
Goodwill arising on acquisition B

of additional interest

in a subsidiary — (323,085) — — — (323,085)/ )
Net profit for the year — - —_ - 385,258 385,258
Transfer from(to) reserves — — 50437 25219 (75,656) —
Dividends - note 11 — — — — (152009  (152,009)

;" At 31 December 1998 and v

beginning of year 3,645,082 (317,247) 80,606 40,303 328,178  3,776,922.
Prior year adjustment - note 31 — - — - 19,133 19,133
At 31 December 1998 and

beginning of year -restated 3,645,082 (317,247) 80,606 40,303 347,311 3,796,055
Goodwill on acquisition of

additional interest

in a subsidiary — (14,769) — _ - (14,769)
Net profit for the year —_ —_ — —_ 548,311 548,311
Transferred from/(to) reserves —_ — 102,384 42,553 (144,937) —
Dividends - note 11 _ — — —_— (238,872) (238,872)
At 31 December 1999 3,645,082 (332,016) 182,990 82,856 511,813 4,090,725
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29. Reserves (Continued)

Share  Statutory Public
premium surplus welfare Retained
account reserve fund profits Total

Rmb‘000 Rmb’000 Rmb’000 Rmb’000 Rmb’000

Company

Balance at 1 January 1998 3,645,082 26,722 13,361 165,501 3,850,666
. Net profit for the year — — - 314,635 314,635

Transferred from/(to) reserves - 36,873 18,436 (55,309) —

Dividends - note 11 - - — (152,009) (152,009)

At 31 December 1998 and
beginning of year 3,645,082 63,595 31,797 - 272,818 4,013,292
Prior year adjustment - note 31 — — - 19,133 19,133

At 31 December 1998 and

beginning of year -restated 3,645,082 63,595 31,797 291,951 4,032,425

Net profit for the year — - — 336,731 336,731

Transferred from/(to) reserves —_ 52,316 26,159 (78,475) -
‘ Dividends — note 11 - —_ — (238,872)  (238,872)
At 31 December 1999 3,645,082 115,91 57,956 311,335 4,130,284

In accordance with the Company Law of the PRC and the companies’ articles of association, the Company, its
subsidiaries, its associate and its jointly-controlled entity are required to allocate 10% of their profit after taxation,
as determined in accordance with the PRC accounting standards and regulations applicable to the Company, its
subsidiaries, its associate and its jointly-controlled entity, to the statutory surplus reserve (the “SSR”) until such
reserve reaches 50% of the registered capital of the Company, its subsidiaries, its associate and its jointly-controlled
entity. Subject to certain restrictions set out in the Company Law of the PRC and the companies’ articles of

association, part of the SSR may be converted to increase share capitat.
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29. Reserves (continued)

In addition, Shangsan Co and Petroleum Co were required by the relevant tax authorities to transfer the EIT
waived for 1998 to their respective SSR account in 1999. The transfer has been incorporated in these financial

statements.

in accordance with the Company Law of the PRC, the Company, its subsidiaries, its associate and its jointly-controlled
entity are required to transfer 5% to 10% of their profit after taxation, as determined in accordance with PRC
accounting standards and regulations applicable to the Company, its subsidiaries, its associate and its jointly-
. controlied entity, to the statutory public welfare fund (the “PWF”), which is a non-distributable reserve other
than in the event of the liquidation of the Company, its subsidiaries, its associate and its jointly-controlled entity.
The PWF must be used for capital expenditure on staff welfare facilities and these facilities remain as properties

of the Company, its subsidiaries, its associate and its jointly-controlled entity .

The directors of the Company have proposed to transfer Rmb52,316,000 and Rmb26,159,000 to the SSR and the
PWF, respectively. This represents 15% of the Company’s profit after taxation of Rmb523,165,000 determined in
accordance with the PRC accounting standards. The transfer to the PWF is subject to shareholders’ approval at the

forthcoming annual general meeting.

According to the relevant regulations in the PRC, the amount of profit available for distribution is the lower of

the amount determined under the PRC accounting standards and the amount determined under HKSSAP.

As at 31 December 1999, the Company had reserves of approximately Rmb311,335,000 available for distribution
. by way of cash or in kind.

As at 31 December 1999, in accordance with the Company Law of the PRC, the amount of approximately
Rmb3,645,082,000 standing to the credit of the Company’s share premium account was available for distribution

by way of capitalisation issues.
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30. Notes to the Cash Flow Statement

(@) Reconciliation of profit from operating activities to net cash inflow from operating activities:

1999 1998
Rmb’000 Rmb'000
Profit from operating activities 856,915 622,859
Depreciation 140,127 85,524
Amortisation of deferred costs 5,102 837
. Amortisation of expressway operating rights 8,700 6,933
Interest income ‘ (79,579) (71,801)
Loss on disposal of fixed assets 3,028 2,681
Provision for anticipated deficit arising on the '
disposal of staff quarters — 15,300
Unrealised gain from short-term investments —_— (22,509)
Decrease/(increase) in inventories 802 (1,451)
Decrease/(increase) in trade receivables 6,811 (1,931)
Decrease/(increase) in deposits and other debtors 41,762 (19,854)
Decrease in trade payables (4,126) —
Increase/(decrease) in amount
due to the holding company 33,202 {16,334)
. Decrease in amounts
due from related parties, net 119 1,500
. Increasef(decrease) in other taxes payable (6,687) 1,057
Increase/(decrease) in other liabilities 35,252 {70,966)
Increase in accruals 6,400 78,837
Net cash inflow from operating activities 1,047,828 610,682
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30. Notes to the Cash Flow Statement (Continued)

(b) Analysis of changes in financing during the year:

Bank and Minority
other loans interests
Rmb’000 Rmb’000
Balance at 1 January 1998 2,224,036 667,714
Cash inflows from financing 42,738 489,935
Arising from dilution of minority interests — (591,581)
Acquisition of a subsidiary — 621,858
Dividends paid to minority interests - (11,058)
Profit attributable to minority interests — 68,914
Balance at 31 December 1998 and 1 January 1999 2,266,774 ‘1,245,782
Cash inflows from financing 893,123 217,769
Arising from dilution of minority interests - (93,710)
Dividends paid to minority interests - (6,840)
Profit attributable to minority interests - 86,431
Balance at 31 December 1999 3,159,897 1,449,432

31. Change in Accounting Policy with Respect to the Investment in Securities

A restatement of the carrying values of the Group's and the Company’s short term investments in securities to
their fair values (i.e. the market value), retrospectively, amounting to Rmb19,133,000 (net of deferred tax) was

made in accordance with the newly adopted HKSSAP24.
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32. Commitments

Group Company
1999 1998 1999 1998
Rmb'000 Rmb"000 Rmb’000 Rmb’000
Contracted, but not provided for: _
Construction of expressways 776,119 831,714 — 29,540
Proposed investments in the
. Shangsan Expressway ‘ — — 189,750 410,550
Others 8,397 14,394 — —
Authorised, but not contracted for:
Construction of expressways 2,467,163 2,609,547 462,021 7 -
3,251,679 3,455,655 651,771 440,090
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33. Differences in Financial Statements Prepared Under PRC and Hong Kong Accounting

Standards
Net assets
Profit after taxation as at 31 December
1999 1998 1999 1998
Rmb’000 Rmb‘000 Rmb’000 Rmb’000
‘ As reported in statutory accounts 615,742 435,247 8,694,253 8,390,721
HKSSAP adjustments:
(a) Goodwill ) 33,016 31,605 (267,395) (285,642)
(b) Provision for anticipated deficit arising on
the disposal of staff qdarters — {15,300) {15,300} { 15,300) .
(&) interest on H shares subscription
monies '(6,135) (4,310) 6,794 12,929
{d) Depreciation provided 67 4,427 6,592 6,317
(e) Difference in capital surpius
during establishment - - 11,923 11,923
(fh  Provision for profits tax refundable (7.230) — (3,687) —
(g) Restatement of short term investments
in securities (19,133) 19,133 —_ 19,133
(h)  Recognition of tax exemption related
to 1998 17,194 — —_ —
; (i) Others 1,221 2,503 660 (911)
As restated in the financial statements 634,742 473,305 8,433,840 8,139,170




<100

31 December 1999

34. Ultimate Holding Company

35.

In the opinion of the Directors, the ultimate holding company of the Company is Zhejiang Provincial High Class
Highway Investment Company Limited (“Provincial Investment Co"), a state-owned enterprise established in the

PRC.

Related Party Transactions

The following is a summary of significant related party transactions carried out in the ordinary course of business

between the Company, its subsidiaries and certain government bodies in the year.

Under the reorganisation agreement, Provincial Investment Co gave a number of undertakings to the Company,
including a non-competition undertaking, a tax indemnity, and an indemnity against losses incurred, which were
not expressly transferred to the Company pursuant to the reorganisation and general indemnity provisions against

any breach of representation warranty and undertakings contained in the agreement.

The World Bank provided financing for the construction of the Shanghai-Hangzhou Expressway and the Hangzhou-
Ningbo Expressway through the Ministry of Finance and the Zhejiang Provincial Expressway Executive Commission
(the “Executive Commission”), which was responsible for the control of the construction and the management of
the Hangzhou-Ningbo Expressway and the Zhejiang Section of the Shanghai-Hangzhou Expressway. The repayment
responsibility for the financing provided for the Hangzhou-Ningbo Expressway, which amounted to US$105,720,000
as at 31 December 1999, was assumed by the Company. The loan repayment responsibility for the Shanghai-
Hangzhou Expressway, which amounted to US$103,551,916 as at 31 December 1999, was assumed by Yuhang Co

and Jiaxing Co.

Pursﬁant to a supplemental agreement dated 18 April 1997, the Company, Provincial Investment Co, Jiaxing Co,
Yuhang Co, the Executive Commission, the Yuhang Executive Commission and the Jiaxing Executive Commission
have agreed that the Company will take over the repayment responsibilities under the reorganisation agreement
in respect of the World Bank financing as separately agreed. Jiaxing Co and Yuhang Co are required to take over
the repayment obligations with regards to the World Bank financing for their respective sections. Appropriate
agreements were entered into between the Company and its subsidiaries and the executive commissions, pursuant
to which the Company and its subsidiaries will be charged the same rate of interest as that charged to the executive

commissions.
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35.

36.

37.

Related Party Transactions (continued)

The Zhejiang Provincial Government and a commercial bank provided a number of loans for the construction of
the Shanghai-Hangzhou Expressway. These loans were made available through the Yuhang Executive Commission
and the Jiaxing Executive Commission to Yuhang Co and Jiaxing Co, respectively. During the year, the repayment
of principal in respect of these loans amounted to Rmb7,000,000. There was no further drawdown and repayment
of interest expenses during the year. At 31st December 1999, Jiaxing Co had ne outstanding loan baiance and the
outstanding loan balance for Yuhang Co amounted to Rmb78,070,000. All of these loans are unsecured. The
terms of the loans to the executive commissions are the same as those from the respective executive commissions

to the companies.

A contract between the Company and the Executive Commission was reached whereby the Executive Commission
will enter into a number of contracts refating to Contract No. 8 on behalf of the Compan).r,‘ for the purpose of
upgrading the Operating Systems {(as defined in the section “Operation of the Expresswéy" of the prospectus) of
the Hangzhou-Ningbo Expressway. The Company has to take the benefit of these contracts and assume the
repayment obligations for any drawdown on the World Bank funding in respect of Contract No. 8. Accordingly,
the Company has included fixed assets of Rmb 108,524,000, liabilities of Rmb89,346,000 and the repayment
obligation on the Won;ld Bank funding of US$2,317,000 (equivalent to Rmb19,178,000) in the financial statements.

Comparative Amounts

As further explained in note 2 to the financial statements, due to the adoption of new HKSSAPs during the
current year, the presentation of the consolidated income statement, the balance sheets and certain supporting
notes have been revised to comply with the new requirements. Accordingly, certain comparative amounts have

been reclassified to conform with the current year’s presentation.

Approval of Financial Statements

The financial statements were approved by the board of directors on 22 February 2000.
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\/Geng Xiaoping
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o/ Xia Linzhang
\/ Zhang Chunming
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Mr. Zhang lingzhong
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Mr. Geng Xiaoping
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Business Address

19/F, Zhejiang World Trade Centre
15 Shuguang Road

Hangzhou City, Zhejiang Province
PRC 310007
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ICBY THE COMPANY

(January 1, 2000 — To Date)

" Date Published

No. Title Date Date Published
Published | on South China on LSE
on Chinese | Morning Post in
Newspaper Hong Kong
1. Resulits of Extraordinary General -October 3, 2001 October 5, 2001 '
- Meeting (“EGM”) held on September ‘
28, 2001
2. | Dividend Declaration September, 28
2001 '
3. Notice of EGM to be held on September August 13,2001 | August 13, 2001
28, 2001, proxy form and reply slip -
4. 2001 Interim Results Announcement August 13,2001 | August 13, 2001
5. 2001 Interim Results August 10, 2001 August 13, 2001
Mailed to the
shareholders
6. Announcement on Board Resolutions June 4, 2001 | June 4, 2001 . o
f‘ 7. | Dividend Declaration April 26, 2001
8. Announcement regarding secondary ‘| March 28,2001 | March 28, 2001
: listing of H shares on the Berlin Stock
Exchange
9. Results of EGM held on March 22, 2001 | March 22, March 22,2001 | March 22, 2001
2001
10. | Notice of Annual General Meeting March 5, 2001 March 6, 2001
(“AGM”) to be held on April 26, 2001,
proxy form and reply slip
11. ] 2000 Annual Results Announcement March 5, 2001 March 6, 2001
12. | 2000 Annual Report March 5, 2001 March 6, 2001
Mailed to the
shareholders

Legal1)1256521_4




letter o Mr. Paul Dudek

Mailed to the
shareholders

No. Title Date Date Published .| Date Published
Published | on South China on LSE
on Chinese | Morning Post in
Newspaper Hong Kong

13. | Circular regarding proposed A share February 26, February 27, 2001

issuance, connected transaction and 2001
proposed amendment to the Articles of
Association Mailed to the
shareholders
14. | Notice of the Board Meeting to be held February 21, 2001
on March 5, 2001
15. | Notice of EGM to be held on March 22, | February 5, | February 5, 2001 | February 5, 2001
2001, proxy form and reply slip 2001
16. | Announcement on connected transaction February 2, 2001 | February 5, 2001
regarding acquisition of additional
interest in Shangsan Expressway
17. | Proposals regarding the A share January 8, January 10, 2001 | January 11, 2001
issuance, acquisition of interest in 2001 |
Shangsan, amendment to the Articles of
Association

18. | Completion and Commencement of December 27, January 2, 2001
Operation of the Shangsan Expressway 2000

19. | Change of Share Holding December 28, January 2, 2001

2000
) 20. | Announcement regarding interim September 25, September 235,

dividend, acquisition of interest in 2000 2000
Shangsan Co. and early repayment of
World Bank loans

21. | Notice of EGM to be held on August 8, 2000
September 25, 2000, proxy form and
reply slip

22. | Clarification of Press Articles August 3, 2000

23. | 2000 Interim Results Announcement August 1, 2000 August 2, 2000

24. | Interim Report 2000 ' July 31, 2000 August 2, 2000

Legal1\1256521_4




letterTo M. Paul Dudek

No. Title Date Date Published Date Published
Published | on South China on LSE
on Chinese | Morning Post in
Newspaper Hong Kong
25. | Announcement regarding the possible June 13, 14
repurchase of some H shares and and 15,
reduction of the registered capital 2000
(English translation)
26. | Dividend Declaration May 30, 2000
27. | Listing Particulars for the Introduction May 8§, 2000
to the Official List of the UK Listing
Authority
28. | Notice regarding Introduction to the May 3, 2000
Official List of the UKLA
29. | Notice regarding Introduction to the May 2, 2000 May 2, 2000
Official List of the UKLA
30. | Announcement regarding the acquisition April 7, 2000
of interest in Joinhands Technology
31. | Notice of 1999 Annual General Meeting April 7, 2000
to be held on May 25, 2000
32. | Conditional general mandates to issue April 7, 2000
domestic shares and H shares and to
repurchase H shares
'33. | 1999 Annual Report March 1, 2000
Mailed to the
shareholders
34. | Appointment of New Directors, February 29,
Supervisors and the establishment of an 2000
audit committee
35. | Announcement of Annual Results for February 22,
the year ended December 31, 1999 2000
36. | Notice of EGM January 14, 2000

Legali\1256521_4







Zhejiang Expressway Co Lid S$X Code:0576 date: 10/03/2001 File:01A0329S.DAD
Mestings - resolution passed SCMP 10.1lem X 12cm

The Stock Exchange of Hong Kong Limited takes no responsibility for the‘
contents of this announcement, makes no representation as to its accuracy or
completeness and expressly disclaims any liability whatsoever for any loss
howsoever arising from or in reliance upon the whole -or any part of the
contents of this announcement. '

HIAKAEINBRAABLN
ZHEJIANG EXPRESSWAY CO., LTD.
(A joint stock limited company incorporated in the People's Republic of China)
Results of Extraordinary General Meeting

The board of directors of Zhejiang Expressway Co., Ltd.
(“Company”) announces that an extraordinary general meeting was
held on September 28th, 2001 with the following results:

1. The proposed interim dividend of the Company for the six

) months ended June 30th, 2001 in the amount of RMBO0.03 per

share (approximately HK3$0.02827 per share) (“Interim
Dividend™) was approved; and

2. The proposed simulated share option scheme of the Company
‘was not approved.

The Interim Dividend will be payable to holders of the H shares of the
Company whose name appeared in the register of members of the -
Company on August 28th, 2001 on or before October 25th, 2001,

By Order of the Board
Wenyao Jiang
Company Secretary
Hangzhou, Zhejiang, the PRC
October 3rd, 2001







28/09/2001 UK: ZHEJIANG EXPRESSWAY DIVIDEND DECLARATION.
Zhejiang Expressway Co 28 September 2001

Dividend Declaration

Zhejiang Expressway Co.. Ltd. (the "Company”) held an extraordinary general
meeting on September 28th, 2001, and approved the resolution for the distribution of the interim dividend of the Company for the six months
cnded June 30th, 2001 in the amount of RMBO.03 per share.

The register of members of the Company ("Register of Members") was closed from August 29th, 2001 1o September 27th, 2001 (both days
inclusive). Holders of H shares of the Coinpany ("H Shares") whose name appeared in the Register of Members on August 28th, 2001 are
entitled to the said interim dividend.

Pursuant to the Company’s Articles of Association, dividends of H Shares shall be paid in Hong Kong dollars according to the average closing
price of Hong Kong dollars to Remminbi declared by the People’s Bank of China in the five trading days immediately preceding the date of the
declaration of dividends. The exchange rate for the purpose of the payment of the interim dividend is therefore HK$1.00 to RMB 1.06108.

The interim dividend of RMBO0.03 or HK$0.02827 per share is expected to be payable to holders of the H Shares of the Company on or before
October 25th, 2001.

For and on behalf of Zhejiang Expressway Co., Ltd.
Wenyao Jiang Company Secretary

END DIVEAPNPAFLFEEE.
REGULATORY NEWS SERVICE 28/09/2001







AIENAERLREAERAF
ZHEJIANG EXPRESSWAY (0., LTD.

(a joint stock limited company incorporated in the People’s Republic of China with limited liability)

Notice of Extraordinary General Meeting

NOTICE IS HEREBY GIVEN that an extraordinary general meeting (the “EGM”) of Zhejiang
Expressway Co., Ltd. (the “Company”) will be held at 10:00a.m. on September 28, 2001 at 18th Floor,
Zhejiang World Trade Center, 15 Shuguang Road, Hangzhou 310007, the People’s Republic of China
(the “PRC”) for the conduct of the following business:

1. to consider and approve the proposed interim dividend of the Company for the six months
ended June 30, 2001; and

2.  to consider and approve the simulated share option scheme of the Company.

By Order of the Board
Jiang Wenyao
Company Secretary

Hangzhou, Zhejiang Province, the PRC
August 13, 2001

Notes:
1.  Eligibility for attending the EGM

Holders of Domestic Shares or H Shares whose names appear on the register of shareholders of
the Company at the close of trading on August 28, 2001 shall have the right to attend the EGM.

Holders of H Shares who intend to attend the EGM must deliver all transfer instruments and the
relevant shares certificates to the share registrar for H Shares, Hong Kong Registrars Limited
(which address is set out in paragraph 5 below), at or before 4:00p.m. on August 28, 2001.

2. Registration procedures for attending the EGM

(1) Holders of H Shares and Domestic Shares intending to attend the EGM should return the
reply slip for attending the EGM to the Company by post or by facsimile (address and
facsimile numbers are shown in paragraph 5 below) such that the same shall be received by
the Company on or before September 8, 2001.

(2) A shareholder or his/her/its proxy should produce proof of identity when attending the
meeting. If a corporate shareholder appoints a legal representative to attend the meeting,
such legal representative shall produce proof of identity and a copy of the resolution of the
board of directors or other governing body of such shareholder appointing such legal
representative at the meeting.




(1) A shareholder eligible to attend and vote at the EGM is entitled to appoint, in written form,
one or more proxies to attend and vote on his/her/its behalf. A proxy need not to be a
shareholder.

(2) A proxy should be appointed by a written instrument signed by the appointor or his/her/its
attorney. If the appointor is a corporation, the same shall be affixed with its common seal
or signed by its director(s) or duly authorized representative(s). If the form of proxy is
signed by the attorney of the appointor, the power of attorney or other authorization
document(s) of such attorney should be notarised.

(3) To be valid, the power of attorney or any other authorization document(s) (which have been
notarised) together with the completed form of proxy must be delivered, in the case of
holders of Domestic Shares, to the Company at the address shown in paragraph 5 below
and, in the case of holders of H Shares, to Hong Kong Registrars Limited at the address
shown in paragraph 5 below, not less than 24 hours before the time designated for the
holding of the EGM.

(4) A proxy may exercise the right to vote by a show of hands or by poll. However, if more than
one proxy is appointed by a shareholder, such proxies shall only exercise the right to vote
on a poll.

4.  Closure of Register of Members

The register of members of H Shares will be closed from August 29, 2001 to September 27, 2001
(both days inclusive), during which no transfer of shares will be registered.

5. Miscellaneous

(1) The EGM will not last for more than one day. Shareholders who attend shall bear their own
travelling and accommodation expenses.

(2) The address of the share registrar for H Shares, Hong Kong Registrars Limited is at:

. 2/F, Vicwood Plaza

199 Des Voeux Road, Central
Hong Kong

(3) The address of the Company is at:

19th Floor, Zhejiang World Trade Center
15 Shuguang Road

Hangzhou 310007

People’s Republic of China

Telephone No.: (+86)-571-8798 7700
Facsimile No.: (+86)-571-8795 0329




P/

AIRAERELEEGTMRAF
ZHEJIANG EXPRESSWAY CO., LTD.

(a joint stock limited company incorporated in the People’s Republic of China with limited liability)

Proxy Form for Extraordinary General Meeting

Number of Shares H Shares/Domestic
related to this proxy |Shares*
form (Note I)
I (We) (Note 2)
of ‘ ,
being the holder(s) of ™o ¥ H Share(s)/Domestic Share(s)* of Zhejiang

Expressway Co., Ltd. (the “Company”) now appoint®™e
(1.D. No.: of

) or, failing him, the chairman of the meéting as my
(our) proxy to attend and vote for me (us) on the resolutions in accordance with the instruction(s) below
and on my (our) behalf at the extraordinary general meeting of the Company (“EGM”) to be held at
10:00a.m. on September 28, 2001 at 18th Floor, Zhejiang World Trade Center, 15 Shuguang Road,
Hangzhou 310007, the People’s Republic of China (*the PRC”) for the purpose of considering and, if
thought fit, passing those resolutions as set out in the notice convening the said'meeting. In the absence
of any indication, the proxy may vote for or against the resolution at his own discretion™e'®

Ordinary Resolutions: For MNote Against (No© 9
1. To consider and approve the proposed interim dividend
of the Company for the six months ended June 30, 2001.
2. To consider and approve the simulated share option scheme
of the Company.
Date: , 2001 Signature: (Note 5)
Notes:
1. Please insert the number of share(s) registered in your name(s) relating to this form of proxy. If no number is inserted, this

form of proxy will be deemed to relate to the all of the shares in the capital of the Company registered in your name(s).
2. Please insert full name(s) and address(es) in BLOCK LETTERS.

3. Please insert the name and address of your proxy. If this is left blank, the chairman of the EGM will act as your proxy. One
or more proxies, who may not be member(s) of the Company, may be appointed to attend and vote in the meeting provided
that such proxies must attend the meeting in person on your behalf. Any alteration made to this proxy form must be signed
by the signatory.

4. Attention: If you wish to vote FOR any resolution, please indicate with a *“/” in the appropriate space under “For”. If you
wish to vote AGAINST any resolution, please indicate with a “/” in the appropriate space under “Against”. In the absence
of any such indication, the proxy will vote or abstain at his discretion.

S. This form of proxy must be signed under hand by you or your attorney duly authorized in that behalf. If the appointor is a
corporation, this form must be signed under its common seal or under hand by any directors or agents duly appointed by such
corporation.

6. This form of proxy together with the power of attorney or other authorization document(s) which have been notarised, must

be delivered, in the case of a holder of Domestic Share(s), to the Company at 19th Floor, Zhejiang World Trade Center, 15
Shuguang Road, Hangzhou 310007, People’s Republic of China and in the case of a holder of H Share(s), to Hong Kong
Registrars Limited at 2/F Vicwood Plaza, 199 Des Voeux Road Central, Hong Kong, at least 24 hours before the time
designated for the holding of the EGM.

* Please delete as appropriate.




HIRNARBELARAERAF
ZHEJIANG EXPRESSWAY CO., LTD.

(a joint stock limited company incorporated in the People’s Republic of China with limited liability)

Reply Slip for Extraordinary General Meeting

I(We)

of | ,
Telephone number: and Fax number: R
being the holder(s) of H Share(s)/Domestic Share(s)* of Zhejiang

Expressway Co., Ltd. (the “Company”) hereby confirm that I{we) wish to attend or appoint a proxy
to attend (on my(our) behalf) the extraordinary general geeting (“EGM”) to be heid at 10:00a.m. on
September 28, 2001 at 18th Floor, Zhejiang World Trade Center, 15 Shuguang Road, Hangzhou
310007, the People’s Republic of China (the “PRC”).

Signature:

Date:

Note: Eligible shareholders who wish to attend the EGM are advised to complete and return this reply slip to the Company
at 19th Floor Zhejiang World Trade Center, 15 Shuguang Road, Hangzhou 310007, the PRC by post or by facsimile (Fax
no.: (+86)-571-8795 0329) such that the same shall be received by the Company on or before September 8, 2001. Failure
to sign and return this reply slip, however, will not preclude an eligible shareholder from attending the EGM.

* Please delete as appropriate.
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b been no change in the Group's principal activitics duting she Perind. The results of
tions by principal activily are summarised as follows:
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i the Period, the eniire fumever and contribetion  profit from operating activities of the Group
lesived teom Zhcjiang Province. the PRC. Accosdingly. o funiber analysis of the turnover and
buvinn 1o profit om opersting avtivities by peopraphical ares is mt presemicd.
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In response 16 substgilly feduced wholesale businesses and rising prices of
petrolcum products on’ 1he plghaf markets, Zhejiang Expressway Petrolemn Development
Co.. Lid. ('Petsoloum Co7) gy associate 0% awned by the Company, wok measures o
reduce costs on the oue hand, ynd adopted active cash manapement sirategics on the other
hund, incleding shortqeem igeestments. Nel profit realized by Petroleum Ceo during the
Perind was approximately Riyp950.000.

Increased stake in Jiaxing Cp

On 4 June 200) 1he Company enlered inlp ppreements o funiher increase ils stake in
the capital of Zhejiang Jiaxing Expressway Co. Lid., a subsidiary of the Company. from
approximately 84.2% 10 K739 for an aggregate consideration of Rmb93.369.024. Detaits
of this acguisition were disclpsed in the Company™s announcement dined 4 June 2000,
Ouvtlook

Macro-cconnmn

prowth prospects for Chi remain optimistic as the country

which alrcady boasis one of the most diverse and vibrant
t benefic *

Zhejiang prov
ecanomies in the couniry. is expecied to be one of the bigy
WTO ac

In une vl the published escarch reporis compited by a focal research institution, GDP
growth rate in Zhejiang province. which has been prowing on average by 11% annualiy
over the past five yons, is estimated (o increase by an additional ). 3% annnally during the
ve years immediately atter the WTO accession. with its garment. aextile and leather
sndustrics beneliting the most from this development.

ries of China's

As demond f soml Bansport continues to grow. sa will the competition hetween
different modes ol amspon. The Directors are conlident thut with the convenicnee and
flexibility unmatehed by any other made: of transport. expressway transport will continue
to be the Tastest prowing sector in the overall ransport industry.

Robusi economic mrowth prospects in the provinee. together with sizable growth
porential in the privite uwaeiship of passenger cars. are capected w sustain the relatively
high growth rates in tadtic volumes on the exising expressways operated by the Group.

While the Company intends 1o remain focused on its core business o 1ol road
vestument and operstions amd secks 10 Turther eapand itls expressway portfolio in the
province. it is also prepared 1o grasp opportunitics presented by China's WTO accession.

Fhie Campany has applied 1o the China Sccuritics Repulatory Commission for the
issue of not more than 300 million domestic shares (“A Shares™) 1o the public in the
People’s Republic of China o raise approximately Rmb1.290 million for the first and
second stages ol consiruction to widen the Shanghai-Hangzhou-Ningbo Expressway. W is
expected that the issue ol A Shares (the A Share 1ssue™) will be completed before the end
of the year 2001,

FINANCIAL REVIEW

The Group will endeavour o achieve maximum retwn for its shareholders while
maintaining a sound and prudeat investment sirategy. In particular, in the medium to
tong-term. the Company will focus ‘on investing in hiphways and other infrastructure
projects while suiving toomaintain an appropriate level ol horrowings and gearing ratio. In
the short-term, the Group will conlinuously review s portfolio of borrowings and make
any necessary adjusiments in a timely manner. The continuous inflow of cash generated
from the Group's toll voud operations will be invested in shori-grm investments with low
risk exposure. which is in line with the Group's objective of achicving maximum return for

As a1 30 June 2001, 1he Group's interest-bearing borrowings increased stightly from
31 Deceniber 2000 to Rmb3 611425000 (31 Decembes 2D01: Rmb3.446,598,000), of
which 59% represenied short-lerm borrowings repayable within a vear {31 December 2000:
53%). whereas the balanve represented mediun to Jung-1erm borrowings and corporale
bonds.

During the Peviod, intciest rates 1o which the Gioup™s borrowings were subject did noy
experience any significam change compared with 2000, In panticular. the annual floating
rates of the World Bank Joans ranged trom 5.11% to 8.76%. while the annual interest rates
of commercial banks were approximately 5.022% -5.643% for short-term bortowings. The
Group’s combincd earnings w intcrest multiple for the Period was approximatety 5.0 times
{the same period in 2000 5.3 times<).

Farthérmorc. the Company made an early repayment of the {oan obtained from the
World Bank for the construstion of the Hangzhou-Ningho Expressway on 31 July 2001
The early repayment interest penabty charged by the
approximately USK3 million. which was more than uffxer by an exchange pain allocated by
the World Bank ol US» .4 million. The event has been constdered as u significant
adjusting post hakance shect event and fas been incorporaed into the interim operating
results.

Compared with 1 Dedember 2000, there Was o signiticant change i the capital
structore of the Group as at 3 June 2001, The gearing ratio by dividing the totat long-term
fiabilities by sharchotders” equity was :E:ol:_.:,,? 16.5% (31 December 2000: 18.7%).
The Directors are ol the view thatihe current gearing ratia is 1efatively fow. thus providing
more room for ubiaining Jdeky Tinancing for the Tuture devetopment of the Company.

During the Pevind. the cash flow generatcd from the Geoup's operiting activities
amounted 10 approryimately Rmhogo.024,000. As o group principalty engaged in toll road
operations. the Group has Maintained a stro0g cash inffowsfrom irs ordinary operating
activities since iy establishmenr. Ax o at 30 June 2000, of the current assets of
Rmb2 351.921 00 an Prepayments da expressway  conractors, accounts
reccivable mnd inventony represented only about S 31 Pecember 20000 6% ). 1n the
foresecable futme, the Diteciors anicipate W0 he Group will bot experience any
ditficulty in tiquidity

As @t 30 June 200110 Group had in POSSCwion cash and cash equivalents. Tixed
deposits and shart-ieom invesiments ja the 20001 of Rmb2 014 842,000, The average
interest rates for ik deposits in US dollars, EWT00 Hane Kone dallars and Renminbi were
SHG . 905, 4.5% and 13 respectively, T

vaisud an

apereme,

World Bank of

Highway Lo, e o Juntly-contiolled entity ol e Group, lop @ loan 2 e ainoung ol
Rmb30.000,000. 1he Gronp did not have any contingent lhabilities. nor did it have any
pledged assers.

S

sh

valid for a period of len yea

MULATED SHARE OPTION SCHEME

The Directors have approved, and will recommend w the general mceting of
areholders of the Company for approval, a simulated share option scheme which will be
The scheme is simed to link part of the -n-::.#.:_:.ﬁ of the

management of the Company with the performance of the Company’s shares, including H
Shares and the proposcd A Shares. Details of the scheme have been sel out in the
Company s announcement dated 4 June 2001. The Directors believe that the adoption of

the scheme is heneficial to the Company’s long-term development,
management with a Company performance-related incentive.

as i1 will provide

APPRECIATION

his duties with distinction in

1 would tike to take this opportunily 1o thank M. Zhang Jingzhong, who discharged
inction i role as the Company Secrewry. | sm pleased ta note that

having res poed (rom his post as the Company Secretary. Mr. Zhang will continve to serve

as

a Director of the Company. By Order of the Board
y Order of the Boar
Geng Xiaoping

Chairman
Hangzhou. Zhejiang Province, the PRC
HY August 2001
A devailed interim 1esults announcement e ing all the i required by hs 4671) 1o
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! paragray
16) of Appendia 16 0 the Listing Rules will be subscquently published on The Stuck Exchange of Hong

Kong Limised's website at bip:fiwwwihikex com bk in due course.

NOTICE 1S HEREBY GIVEN that an exq

Notice of Extraordinary General Meeting
meeting (the "EGM™) of

ordinary pene

Zhcjiung Expressway Co., Lud. {the “Company”) will be held at 10:00a.m. on 28
Sepiember 2001 at 18th Floor, Zhepang World Trade Center. 15 Shuguang Road. Hangzhou
310007, the Peaple’s Republic of China (the "PRC™) for 1he conduct of the foflowing

busine:

2

10 consider and approve the proposed interim dividend of the Company for the six
months ended 30 June 20012 and

10 consider and approve the simulated share aption scheme of the Company.
By Order of the Board
Jiang Wenyao
Company Secretury

Huangzhouo. Zbejiang Province, the PRC
13 August 2001

Noies:

1. Eligibility for attending the EGM
Hotders of Dowestic Shares or H Shares whose names appeas on the regisier of shareholders of the
Company at the closc of \rading on 28 August 2001 shalt bave the 1ight to auend the EGM.
Holders of H Shaics who intend 10 attend the EGM must deliver all transfer instruments and the
relevani shares certificates to ihe shuse registrar for H Shares. Hong Kong Registrars Limited (which
aduress is set out in paragraph $ below). a1 wr hefore 4:0tp.m. on 28 Augest 2001

2

4

Registrotion pracedures for silending the EGM
i1} Holders of H Shares ond Domestic Shares intending to attend the EGM stiould return the reply
slip For artending the EGM to the Company by post or by facsimile (sddress and’ facsimile
numbers are shown in paragraph S below) such that the same shall be received by the Company
“““ —on or before 8 Beplember 2004~ T T o T
{2) A shareholder or histher/its proxy should preduce proof of identily when attending the meeting.
If a corporate shareholder appoints a l¢al representative lo ottend the meeling, such legal
represemanive shall produce proofl of identity and a copy of the resolution of the board af
directors ar other governing hody of such inting such legal rep ive at
the meeting.

Prony

{1) A sharchoider elipible 1o aniend and vote w the EGM is entitled 1o appoint, in writien form, one
ar mure proxies 1o atiend and vole on hisfher/its behalf. A proxy need not to be a sharcholder.

(1) A proxy should be uppointed by a writien instrument sipned by the uppuinios oz his/hes/its
attormey. H the appointor is @ corporation. the same <hal) be affixed with its common seal or
xigned by its directosts) or duly authorized representative(s). I the form of proxy is signed by
the atioiney of 1he appoimor. the power of atorncy or othes avthorization documeni(s} of such
attoiney showld be notarised

<3} T be valid. the power of sMinrney of any other authusization documentis) twhich have beea
notariscd) wgether with ihe completed form of proxy must be detivered. in the cose of holders
of Dumestic Shases. 10 the Company a1 the address shown in paragraph § below and. in the case
of holdess of 1 Shares. 10 Hong Kang Regissrars Limited at the address shown in paragraph $
Brdow. pot dess than 24 howrs hefore the time designated lor the halding of the EGM.

2hE o So1¢ by o shaw of hands or by polt. However. il more than
“harchulder such proxies shall anly excreise the right 10 vote on

141 A proay may exescise the 1
one proxy is appoinied by
a pull.

Ctosvre of Reg

he register of members of H Shares wilt be closed 1rom 29 Augasi 2001 th 27 Seprember 201 thath
days inclusive). during which no transfer of shares will be registered.

ter of Members

Miscellaneovs .

(5 The EGM will not last tor more than vne day. Sharcholders who attend shall bear their vwn
tavelling and accommaodaion eapenses

123 The address of the share regisiras for H Shares. Hong Konp Registrars Limited is at:
UE Viewa
199 Des Vo
Honz Kang

Plaza
» Road, Centrir)

(1) The addicss of the Company is
191h Floor. Zhejrang Woild
15 Shuguang Roud
Hangzhnu 310007
People’s Republic of China

ade Center

Telephone No: (+86)-5ST1-8798 7700
Facsimile No.: (+86)-571-8798 0329
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ZHEJIANG EXPRESSWAY CO., LTD.

(A joini stock limited company incorporated in the People’s Republic of China)

Financial Highlights

®  Turnover up 26.0% 10 Rmb754.113.000
®  Net profit up 16.8% 10 Rmb367.899 000
® Earnings per share up 16.4% 10 Rmbg.S conis

® Interim dividend per share of Rmb3.0 cents
recommended

ard of dircctors (the “Directors™) of Zhejiang Expressway Co., Lid. (the
 is pleased 1o present the unaudited consolidated operating resuhs of the
4 i1s subsidiaries {collectively the “Group™) for the six moiths ended 30 June
Perind™). The interim réport has been reviewed by the audit commitiee of the
d approved by the Directors on 10 August 2001. The accounting information

interim report has not been avdited.

the Period, the Group realized a turnover of Rmb754,113.000 and « net proli
to shareholders of Rmb367.899.000. representing a prowth of 26 0% and
ctively over the same period in 2000: earnings per share realized were Rmbg. S
senting a growth of 16.4% over the same period in 2000,

rectors ‘have resolved 1o recommend the payment of ap interim dividend of
s (approximasicty HK32.8 cenis, based on an exchange rate of HK$1 10
or reference only)) per share in respect of the Period {interim dividend for
.0 cents). The recommendation is subject to approval al the extraordinary
ting of the sharcholders of the Company 10 be held on 28 Scpiember 2001.

relevant notice for details

LD CONSOLIDATED INCOME STATEMENT

]

s
Ve expenses
ing expenses

OM OPERATING ACTIVITIES
B

fit of associates
s of a jointly-controlicd entiiy

FORE TAX

FORE MINORITY INTERESTS
TESES :

I FROM ORDINARY ACTIVITIES
TABLE TO SHAREHOLDIERS

For the six months
ended 30 June
2001 2000
Unaudited Unaudited
Notes b 000 Rmb 000
2 754.113 598,531
162.394) (141,50
591.719 457.028
3 170,439 111,608
(25981} (28.704))
(9.978) (0.403)
24 726,199 533531
41914y (97.881)
16,627 5.290
(1.151) (2.364)

599.701 AI8.671
5 (176.737) (B5.191)

423.024 33342

155.125) 38,570

07,899

2001 Interim Results Announcement

s Review

Shan
in 2000, with 1oll income growing by ¥.1

Rmb 144,189,000 during the Period

6. DIVIDENDS
_ The Directors secommend the_payment. of_an_iuterim_gividend uf_Kwhi6_cents tapproximately  bonds and closed:end equity_frads_as follows:

HKS2.K conis) per I 000 interim: Rinb2.0 cents upproximately HRS1 2 conts per share). The
recommendation was ot incerporated into these financial spatemenis
7. EARNINGS PER SHARE

The calcalation of basic camings per share is hased on the ner proSn lrom ordinary activilies
attributable to sharchuliders Tor the Period of Rmb36T.899.000 txix manths cnded 30 Jone 2000:
Rmb314.909.000) soi the 3.:33,114.500 shares {30 June 20007 4333115008 shases) in issue during
the Perind.

2000 han g e been caleulated as

Diluted carnings per share tor the periods ended 3 June 2001
o diluting evear caisted sluring these periods,

INESS REVIEW AND OUTLOOK

The Group's unaudited net profit altributable to sharcholdess during the Period was
approximaicly Rmbl67.5899.000, representing. u growth of 16.8% over the same period in
2000. The growth was in lin: with the Directors” expectations

Strong mational and tocal economic performancy provided o favorable business
enviconmen) for the Gronp which achicved exceptional grawih in s cote business
operations of 1oll roads and sontinued expansion in s non-core business operations.
Toll r

During the Perioil,
comtintied 1o recand satis b
12.2% over the
Rmbh35.933.000.

With the complotion of the Shangsan Expiessway in December 2000, 1oal mileage of
expreasways opesated by the Group increased from 248km 1o 390km. I addition. dve 1o
it direct linkape o the Troup’s main il road. the Shanphai-Hangzhou-Ningbo

d operations

i volume vn the Shanghai-Hang shou-Ningho Expressway
wy growth, with average duily naffic volume growing by
me period in 2000 and o1l income grawine by R1% (o approximatety

Expresawiy, the Shangsan Expressway’s opening (o teallic had resured in a “networking™”

elfect, which conuibuied 16 continued growth i traffic volume on the Shanghai-
Hangzhon-Ningbu Fapressway.

With 1ol income comribuiion Trom 1he pewly opencd Shangsan Expressway being
approximately Rmb 143 159.000, total 10l incume of 1he Group grew by 26.3% over the
same period in 2000 10 approsimately Rmh?x0.122.000.

Other businesses
Advertising (
business aperations i

a subsitiary 70% owned by the Company. continged 1o expand its
adventising along the expressways vperared by the Group with sales
twehnigues amd incentives auitable o marker canditions. During the Perind. ternaver and
nei profit were approxiniaiely RmbY.444.000 08 Rimb 2975 000, representing o growth of
H3% and 65 3% respeciively. over the sime period in 2000, Newly acquired buginesses
aceonnted for approximately 73% of folal turpver.

CreLtdan associate 30% vwned by the Company. had begun
to eapand ins lechnofogies and instruments devefoped for ihe pose of anti-counterfciting
nd ogistics managemear i werchandising markets he yaned the

ing 1o improve eley technolosics

Joinhands Technoh

wvincial beondary, whike
e ficids el

s the vse

Fotal wll income grew by 26.3% over the same period in 2000 1o approximately Rmb780,122,000.

i-Hangzhou-Ningbo xpresswiny’s average daily iraffic volume grew by 12.2% over the same period
to approximately Rmb635,933,000.

®  Shangsan Expressway was open to traftic in December 2000, increasing the total mileage of expressways

operated by the Group from 248km 10 390km, while contributing a toll income of approximately

The Directors have approved a simulated share option scheme which aimed at providing the management of
the Company with an incentive relaied e the performance of the Company.

The short-term invesiments made by the Group principally comprised convertible

As at As at

30 June 31 December

2001 2000

unaudited aundited

Rmb 000 Rinb 000

Government bonds 62,246 156.525
Converlible bonds 220,025 99,485
Closed-end equity funds 119.869 121,955
Total 402,140 377.965

During the Period, profit before taxation désived from short-term investments was
approximately Rmb74,819.000 (6 months ended 30 June 200t Rmb67,806,000). and the
corresponding rate of return on investments was approximately 11% {six mouths ended 30
June 2000: 9.8% ).

As at 30 June 2001, details of 1he capital commitments of the Croup were as follows:

As atl As at
30 June 31 December
2001 2000
unaudited audiled
Rmb 060¢) Rmb 000
Contracted but not provided:
- construction of expressways 579.651 622.684
- proposed further acquisition in Shangsan Co 485.000 485,000
- others — 1.886
Approved bul pol contracted:
- construction of expressway - 2.267.134 2.500.9%0
3331985 3.610.550

Among the total capilal commitments, Rmb1.209.12Y9 (100 for the widening project of
Hangzhou-Ningbo Expressway will be financed by the net proceeds arising from the A
Share Jssue. The remaining capital commitmenis. comprising mainfy the residual
constsuction work of the Shangsan Expressway. and the proposed further ucquisition in
Shangsan Co will be financed by cash generaled from operating activities. any protirs
generited from short term investments and, if nccessary. commercial bank loans.

As at 30 June 2001, the interesi-hearing borrowings and cash deposits denominated
in US dollars of the Group were US$216.097,000 and US3119 869.000. respectively. Upon
the completion of 1he aforesaid easty repayment of the World Bank Joan in the amount of
US$91,636.000 at the end of July 2001, the interest-bearing borrowings and caxh deposin
of the Group denominated in US doilars decreased (0 approximately US$EZ3.0601.000 amd
VISS2K. 223,600 revoccrively
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PURSUE EXCELLENCE,

ENHANCE VALUE.

“Pursue Excellence, Enhance Value” has
always been the | Group’s operating
philosophy. Whether it is for our toll road
operations or other ancillary businesses, we
adhere to such a motto and will never cease
to improve the rﬁanagement of our core
businesses and our corporate governance. We
aim to excel in every business that we are in,
so as to enhance shareholder value and to
contribute our best to our customers, business

partners, employees and the society.
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UNAUDITED INTERIM RESULTS

The board of directors (the “Directors”) of Zhejiang Expressway Co., Ltd. (the “Company”) is pleased to present the
unaudited consolidated operating results of the Company and its subsidiaries (collectively the “Group”) for the six
months ended 30 June 2001 (the “Period”). The interim report has been reviewed by the audit committee of the
Company and approved by the Directors on 10 August 2001. The accounting information given in the interim report

has not been audited.

During the Period, the Group realized a turnover of Rmb754,113,000 and a net profit attributable to shareholders of
Rmb367,899,000, representing a growth of 26.0% and 16.8% respectively over the same period in 2000. Earnings per

share realized were Rmb8.5 cents, representing a growth of 16.4% over the same period in 2000.

The Directors have resolved to recommend the payment of an interim dividend of Rmb3.0 cents (approximately HK$2.8
cents, based on an exchange rate of HK$1 to Rmb1.07 (for reference only)) per share in respect of the Period (interim
dividend for 2000: Rmb2.0 cents). The recommendation is subject to approval at the extraordinary general meeting of

the shareholders of the Company to be held on 28 September 2001. Please see relevant notice for details.

Results for the Six Months ended 30 June

2001 2000

Rmb’000 Rmb’000

Turnover 754,113 598,531
Gross Profit 591,719 457,028
Profit from Operating Activities 726,199 533,533
Profit before Tax 599,761 438,673
Tax (176,737) (85,191)
Net Profit from Ordinary Activities Attributable to Shareholders 367,899 314,909
Dividends per share 3 cents 2 cents

Earnings per share 8.5 cents 7.3 cents




BusiNEss REviEw aAND QuUTLOOK

The Group's unaudited net profit attributable to shareholders during the Period was approximately Rmb367,899,000,

representing a growth of 16.8% over the same period in 2000. The growth was in line with the Directors’ expectations.

Strong national and local economic performance provided a favorable business environment for the Group which achieved

exceptional growth in its core business operations of toll roads and continued expansion in its non-core business operations.

ToLL ROAD OPERATIONS

During the Period, traffic volume on the Shanghai-Hangzhou-Ningbo Expressway continued to record satisfactory growth,
with average daily traffic volume growing by 12.2% over the same period in 2000 and toll income growing by 8.1% to
approximately Rmb635,933,000.

4

With the completion of the Shangsan Expressway in December 2000, total mileage of expressways operated by the
Group increased from 248km to 390km. In addition, due to its direct linkage to the Group’s main toll road, the Shanghai-
Hangzhou-Ningbo Expressway, the Shangsan Expressway's opening to traffic had resulted in a “networking” effect,

which contributed to continued growth in traffic volume on the Shanghai-Hangzhou-Ningbo Expressway.

With toll income contribution from the newly opened Shangsan Expressway being approximately Rmb 144,189,000,
total toll income of the Group grew by 26.3% over the same period in 2000 to approximately Rmb780,122,000.

Daily Traffic Volume and Toll Revenue on Daily Traffic Volume and Toll Revenue on
Shanghai-Hangzhou-Ningbo Expressway Shangsan Expressway
Traffic volume Toll revenue .
! i Traffic volume . Toll revenue
(Full trips) (Rmb'000) (Full trips) (Rmb+000)
25000 § 4000 11000 ¢ P 4 900
{ 3500 %000 | { 800
20000 8000 ¢/
{ 3000 :,. *700
. 7000 € 1 600
15000 | 2500 6000 }
4 500
{ 2000 s000 |
10000 | : Do 1 1500 4000 | . ,
. . ' 3000 * : 1°%
: : { 1000 : )
5000 ¢ : f- 2000 W\H |
.t P L 1 300 1000 ) 100
0 1 1 : 1 ) L L . 1 | ) 1 ) L 1 ) 0 . 0 . 1 1 ) 1 L - L ) L i ] 1 1 1 0
5833253233885%¢ 5255353238538
Traffic volume 2001 £ 2000 Traffic volume 2001 & 2000
Toll revenue —~— 2001 —a— 2000 Toll revenue - 2001 —e=— 2000
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BusinEss REVIEw AND QUTLOOK (conta)

OTHER BUSINESSES

Zhejiang Expressway Advertising Co., Ltd. (*Advertising Co”), a subsidiary 70% owned by the Company, continued to
expand its business operations in advertising along the expressways operated by the Group with sales techniques and
incentives suitable to market conditions. During the Period, turnover and net profit were approximately Rmb9,444,000
and Rmb3,975,000, representing a growth of 109.3% and 65.3%, respectively, over the same period in 2000. Newly

acquired businesses accounted for approximately 73% of total turnover.

Joinhands Technology Co., Ltd., an associate 30% owned by the Company, had begun to expand its technologies and
instruments developed for the purpose of anti-counterfeiting and logistics management in merchandising markets
beyond the provincial boundary, while continuing to improve relevant technologies for application in other fields such as
the use of information collection devices in the power an;j telecommunication industries. During the Period, the associate

realized a net profit of approximately Rmb580,000.

In response to substantially reduced wholesale businesses and rising prices of petroleum products on the global markets,
Zhejiang Expressway Petroleum Development Co., Ltd. (" Petroleum Co”), an associate 50% owned by the Company,
took measures to reduce costs on the one hand, and adopted active cash management strategies on the other hand,

including short-term investments. Net profit realized by Petroleum Co during the Period was approximately Rmb950,000.

INCREASED STAKE IN JiaxING Co
On 4 June 2001, the Company entered into agreements to further increase its stake in the capital of Zhejiang Jiaxing

Expressway Co., Ltd., a subsidiary of the Company, from approximately 84.2% to 87.3% for an aggregate consideration

of Rmb93,369,024. Details of this acquisition were disclosed in the Company's announcement dated 4 June 2001.




OurTLooK

Macro-economic growth prospects for China remain optimistic as the country prepares for its imminent accession to the

WTO which is expected to occur by the end of the year.

Zhejiang province, which already boasts one of the most diverse and vibrant economies in the country, is expeded to be

one of the biggest beneficiaries of China's WTO accession.

In one of the published research reports compiled by a local research institution, GDP growth rate in Zhejiang province,
which has been growing on average by 11% annually over the past five years, is estimated to increase by an additional
1.3% annually during the five years immediately after the WTO accession, with its garment, textile and leather industries

benefiting the most from this development.

As demand for road transport continues to grow, so will the competition between different modes of transport. The
Directors are confident that with the convenience and flexibility unmatched by any other mode of transport, expressway

transport will continue to be the fastest growing sector in the overall transport industry.

Robust economic growth prospects in the province, together with sizable growth potential in the private ownership of
passenger cars, are expected to sustain the relatively high growth rates in traffic volumes on the existing expressways

operated by the Group.

While the Company intends to remain focused on its core business of toll road investment and operations and seeks to
further expand its expressway portfolio in the province, it is also prepared to grasp opportunities presented by China’s

WTOQ accession.

The Company has applied to the China Securities Regulatory Commission for the issue of not more than 300 million
domestic shares (“A Shares") to the public in the People’s Republic of China to raise approximately Rmb1 billion for the
first and second stages of construction to widen the Shanghai-Hangzhou-Ningbo Expressway. It is expected that the

issue of A Shares (the "A Share Issue”) will be completed before the end of the year 2001.

ZHEJFANG EXPRESSWAY O, LT D. [ PreT R R REPORT 5
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FiNANCIAL REVIEW

The Group will endeavour to achieve maximum return for its shareholders while maintaining a sound and prudent
investment strategy. In particular, in the medium to long-term, the Company will focus on investing in highways and
other infrastructure projects while striving to maintain an appropriate level of borrowings and gearing ratio. In the short-
term, the Group wilt continuously review its portfolio of borrowings and make any necessary adjustments in a timely
manner. The continuous cash inflow generated from the Group's toll road operations will be invested in short-term

investments with fow risk exposure, which is in line with the Group’s objective of achieving maximum return for
' shareholders.

Borrowings AND DEeBT REPAYMENT ApiLTy

As at 30 June 2001, the Group's interest-bearing borrowings increased slightly from 31 December 2000 to
Rmb3,611,425,000 (31 December 2000: Rmb3,446,598,000), of which 59% represented short-term borrowings repayable
within a year (31 December 2000: 53%), whereas the balance represented medium to long-term borrowings and

corporate bonds, with details as follows:

Total Fixed rates Floating rates Percentage Commitment

Rmb‘000 Rmb'000 Rmb'000 % Rmb'000

Loans from World Bank{US Dollars) 1,788,570 — 1,788,570 4953 185,784

Loans from commercial banks 1,400,000 1,400,000 — 38.77 40,000

. Loans from government 222,855 222,855 — 6.17 —
Corporate bonds 200,000 200,600 — 5.53 —

Total as at 30 June 2001 3,611,425 1,822,855 1,788,570 100.00 225,784

Total as at 31 December 2000 3,446,598 1,668,069 1,778,529 — 863,564

During the Period, interest rates to which the Group's borrowings were subject did not experience any significant
change compared with 2000. In particular, the annual floating rates of the World Bank loans ranged from 5.11% to
8.76%, while the annual interest rates of commercial banks were approximately 5.022%-5.643% for short-term

borrowings.




The maturity profile for the Group's interest-bearing borrowings is as follows:

. Loans from government

Total Within 1 year

2-5 years

(inclusive)

Over 5 years

Rmb‘000 Rmb’000 Rmb’000 Rmb'000
Floating rates
Loans from the World Bank 1,788,570 899,194 286,624 602,752
Fixed rates
Loans from commercial banks 1,400,000 1,220,000 180,000 —
222,855 12,255 204,800 5,800
Corporate bonds 200,000 — 200,000 -
Total as at 30 June 2001 3,611,425 2,131,449 871,424 608,552
Total as at 31 December 2000 3,446,598 1,831,817 948,328 666,453

EArRNINGS TO INTEREST MULTIPLE

Interest expense for the Period under review was about Rmb141,914,000 (six months ended 30 June 2000: Rmb

97,881,000), whilst the earnings before interest and tax was about Rmb741,675,000 (six months ended 30 june 2000:

Rmb521,872,000). The Group’s consolidated earnings to interest multiple for the Period was approximately 5.0 times.

{six months ended 30 June 2000: 5.3 times).

‘ Liquipity RaTio

inflow from its ordinary operating activities since its establishment.

Directors anticipate that the Group will not experience any difficulty in liquidity.

ZHEJITANG EXPRESSEWAY

CG ..

EPOR

During the Period, the cash flow generated from the Group's operating activities amounted to approximately

Rmb686,024,000. As a group principally engaged in toll road operations, the Group has maintained a strong cash

As at 30 June 2001, of the current assets of Rmb2,351,921,000 in aggregate, prepayments to expressway contractors,

accounts receivable and inventory represented only about 5% (31 December 2000: 6%). In the foreseeable future, the
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FINANCIAL REVIEW (contq)

CapitaL Expenpiture CommiTMENTS AND FINANCIAL RESOURCES
As at 30 June 2001, the capital expenditure commitments planned for the Group amounted to Rmb3,331,985,000,

with details as follows:

As at As at
30 June 31 December
2001 2000
. Unaudited Audited
Rmb’'000 Rmb‘000
Contracted, but not provided for:
- Construction of expressways 579,651 622,684
~ Proposed investments in Shangsan Co 485,000 485,000
- Others — 1,886
Authorised, but not contracted for:
- Construction of expressways 2,267,334 2,500,980
3,331,985 3,610,550
. Among the total capital commitments, Rmb1,209,129,000 for the widening project of Hangzhou-Ningbo Expressway

will be financed by the net proceeds arising from the A Share Issue. The remaining capital commitments, comprising
mainly the residual construction work of the Shangsan Expressway, and the proposed further investment in Shangsan

Co will be financed by cash generated from operating activities, any profits generated from short term investments and,

if necessary, commercial bank loans.




CaAPITAL STRUCTURE

Compared to 31 December 2000, there was no significant change in the capital structure of the Group as at 30 June

| 2001,
| As at 30 June 2001 As at 31 December 2000
‘ Total Percentage Total Percentage
Rmb’000 % Rmb'000 %
Shareholders’ equity 9,026,016 61.1 8,658,117 59.4
{
Fixed interest - bearing liabilities 1,822,855 124 1,668,069 114
‘ . Floating interest - bearing liabilities 1,788,570 121 1,778,529 12.2
‘ Zero coupon liabilities 2,132,591 144 2,481,705 17.0
Total 14,770,032 100.0 14,586,420 100.0
Gearing 1 63.6% 68.5%
Gearing 2 16.5% 18.7%

equity

ZHEJLANG EXPRESSWAY

. financing for the future development of the Company.

C

Gearing 2 = Total long term liabilities / Shareholders” equity

LT D.

PNTERT

REPORT

Notes: Gearing 1 = Fixed interest-bearing liabilities + Floating interest-bearing liabilities + zero coupon liabilities / Shareholders’

The Directors are of the view that the current gearing ratio is relatively low, thus providing more room for obtaining debt




FINANCIAL REVIEW (ont)

Casn AnD LiaBiLITIES MANAGEMENT
As at 30 June 2001, the Group had in possession cash and cash equivalents, fixed deposits and short-term investments

in the amount of Rmb2,014,842,000, with details as follows:

As at As at
30 June 31 December
2001 2000
. Group Group
Rmb’000 Rmb’000
Cash and cash equivalents
Renminbi 446,847 390,449
US dollar equivalent 992,285 932,337
HK dollar equivalent 5,201 727
EURO equivalent 23,790 —
Fixed deposits
Renminbi 137,997 273,764
US dollar equivalent - 111,754
HK dollar equivalent 6,582 5,303
. Short term investments
Renminbi 402,140 377,965
Total
Renminbi 986,984 1,042,178
US dollar equivalent 992,285 1,044,091
HK dollar equivalent 11,783 6,030
EURO equivalent 23,790 —
Borrowings
Renminbi 1,822,855 1,668,069
US dollar equivalent 1,788,570 1,778,529




CasH aAND Bank Deposit RATES

The average interest rates during the Period for bank deposits in US dollars, Euro, Hong Kong dollars and Renminbi were

5.1%, 9.0%, 4.5% and 1.3% respectively.

SHORT TERM INVESTMENTS

The short-term investments made by the Group principally comprised convertible bonds and closed-end equity funds as

follows:
As at As at
30 June 31 December
2001 2000
unaudited audited
Rmb’000 Rmb‘000
Government bonds 62,246 156,525
Convertible bonds 220,025 99,485
Closed-end equity funds 119,869 121,955

Total 402,140 377,965

During the Period, profit before taxation derived from short-term investments was approximately Rmb74,819,000 (six
months ended 30 June 2000: Rmb67,806,000), and the corresponding average rate of return on investments was

approximately 11% (six months ended 30 June 2000: 9.8%).

ExcHANGE RATE EXPOSURE

As at 30 June 2001, the interest-bearing borrowings and cash deposits denominated in US dollars of the Group were
US$216,097,000 and US$119,869,000, respectively. Upon the completion of the aforesaid early repayment of the
World Bank loan in the amount of US$91,636,000 at the end of July 2001, the interest-bearing borrowings and cash
deposits of the Group denominated in US dollars decreased to approximately US$124,461,000 and US$28,233,000

respectively.




DiscLosure ofF INTERESTS AND OTHER MATTERS

PuRcHASE, SALE OR REDEMPTION OF THE COMPANY'S SHARES
Neither the Company nor any of its subsidiaries had purchased, sold or redeemed any of the Company's shares during

the Period.

SHAREHOLDINGS OF DIRECTORS AND SUPERVISORS

As at 30 June 2001, none of the Directors, chief executive or supervisors of the Company or their respective associates

had any interest in the share capital of the Company or any of its associated corporations {as defined in the Securities
. (Disclosure of Interests) Ordinance (Chapter 396 of the Laws of Hong Kong) (the “SDI Ordinance”)) according to the

register maintained by the Company pursuant to Section 28 of the SDI Ordinance or as otherwise notified to the

Company and The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) pursuant to the Model Code for

Securities Transactions by Directors of Listed Companies.

During the Period, neither the Company nor any of its subsidiaries had made any arrangements which would enable the
Directors, chief executive or supervisors of the Company or their respective spouses or children under the age of 18 to
subscribe for equity or debt securities of the Company or any of its associated carporations {(as defined in the SDi
Ordinance). No rights to subscribe for equity or debt securities of the Company had been granted to any person during
the Period.

SIMULATED SHARE OPTION SCHEME

. The Directors have approved, and will recommend to the general meeting of shareholders of the Company for approval,
a simulated share option scheme which will be valid for a period of ten years. The scheme is aimed to link part of the
remuneration of the management of the Company with the performance of the Company’s shares, including H Shares
and the proposed A Shares. Details of the scheme have been set out in the Company’s announcement dated 4 June,
2001, The Directors believe the adoption of the scheme is beneficial to the Company's long-term development, as it will

provide management with a Company performance related incentive.

Compuance wiTh Cobe ofF Best PracTice
The Directors are not aware of any information that would reasonably indicate that the Company is not, or was not for
any part of the Period, in compliance with the Code of Best Practice set out in Appendix 14 to the Rules Governing the

Listing of Securities on the Stock Exchange.




APPRECIATION

i
i
i
i

I would like to take this opportunity to thank Mr. Zhang Jingzhong, who discharged his duties with distinction in his role
as the Company Secretary. | am pleased to note that having resigned from his post as the Company Secretary, Mr. Zhang
will continue to serve as a Director of the Company.
By Order of the Board
Geng Xiaoping

Chairman

Hangzhou, Zhejiang Province, the PRC
10 August 2001
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CoNDENSED CONSOLIDATED INCOME STATEMENT

For the Six Months ended 30 June 2001

For the six months ended 30 June

2001 2000

Unaudited Unaudited

Notes Rmb’000 Rmb'000

TURNOVER 2 754,113 598,531
Operating cost (162,394) (141,503)
. Gross profit 591,719 457,028
Other revenue 3 170,439 111,608
Administrative expenses (25,981) (28,700)
Other operating expenses {9,978) (6,403)
PROFIT FROM OPERATING ACTIMVITIES 2,4 726,199 533,533
Finance costs (141,914) (97,881)
Share of profit of associates 16,627 5,390
Share of loss of a jointly-controlled entity (1,151) (2,369)
PROFIT BEFORE TAX 599,761 438,673
Tax 5 (176,737) (85,191)
PROFIT BEFORE MINORITY INTERESTS 423,024 353,482
Minority interests (55,125) (38,573)

. NET PROFIT FROM ORDINARY ACTIVITIES

ATTRIBUTABLE TO SHAREHOLDERS 367,899 314,909
Transferred to reserves 10 (2,424) —
Dividends 6 — (86,862)
RETAINED PROFIT FOR THE PERIOD 365,475 228,047

EARNINGS PER SHARE 7 8.5 cents 7.3 cents

Other than the net profit from ordinary aitivities for the Period, the Group had no recognised gains and losses. Accord-
ingly, a statement of recognised gains and losses is not presented in the financial statements.

The notes on pages 18 to 25 form an integral part of the financial statements.




CoNDENSED CONSOLIDATED BALANCE SHEET

30 June 2001

NON-CURRENT ASSETS

Fixed assets

Interest in a jointly-controlled entity
Interests in associates

Expressway operating rights

Long term investments

Long term receivables

Goodwill

CURRENT ASSETS
Short term investments
Inventories

Trade receivables

Other receivables

Cash, cash equivalents and time deposits

The notes on pages 18 to 25 form an integral part of the financial statements.

IHEIIANG

EXPRESSWAY

cc.,

LTD.

30 June 31 December
2001 2000
Unaudited Audited
Notes Rmb'000 Rmb’'000
11,897,032 11,681,806
54,749 57,126
161,346 167,316
227,695 232,045
32,867 32,867
20,740 6,450
23,682 —
12,418,111 12,177,610
402,140 377,965
1,894 718
8 10,350 19,202
324,835 296,591
1,612,702 1,714,334
2,351,921 2,408,810
PNT REPORT i5
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" CoNDENSED CONSOLIDATED BALANCE SHEET (ont

30 June 2001
30 June 31 December
2001 2000
Unaudited Audited
Notes Rmb’'000 Rmb'000
CURRENT LIABILITIES
Trade payables 9 173,112 204,559
‘ Profits tax payable 132,554 103,022
Other taxes payable 9,840 17,003
Other payables and accruals 271,960 617,522
Interest-bearing bank and other borrowings 2,131,449 1,831,817
2,718,915 2,773,923
NET CURRENT LIABILITIES (366,994) (365,113)
TOTAL ASSETS LESS CURRENT LIABILITIES 12,051,117 11,812,497
NON-CURRENT LIABILITIES
Interest-bearing bank and other borrowing 1,279,976 1,414,781
Long term bonds 200,000 200,000
Other long term liabilities 4,914 1,134
. Deferred tax 89,338 43,101
Minority interests 1,450,873 1,495,364
NET ASSETS 9,026,016 8,658,117
CAPITAL AND RESERVES
Issued capital 4,343,115 4,343,115
Reserves 10 4,682,901 4,315,002
9,026,016 8,658,117
Geng Xiaoping Fang Yunti
Director Director

The notes on pages 18 to 25 form an integral part of the financial statements.
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ConNDENSED CoNsOLIDATED CasH FLow STATEMENT

For the Six Months ended 30 June 2001

30 June 2001
Unaudited
Rmb’000
NET CASH INFLOW FROM OPERATING ACTIVITIES 686,024
RETURNS ON INVESTMENTS AND SERVICING OF FINANCE (405,108)
TAX PAID (120,588)
INVESTING ACTIVITIES (180,544)
NET CASH OUTFLOW BEFORE FINANCING ACTIVITIES (20,216)
NET CASH INFLOW FROM FINANCING ACTIVITIES 164,827
INCREASE IN CASH AND CASH EQUIVALENTS 144,611
Cash and cash equivalents at beginning of period 1,323,513
CASH AND CASH EQUIVALENTS AT END OF PERIOD 1,468,124
ANALYSIS OF BALANCES OF CASH AND CASH EQUIVALENTS
Cash and bank balances 377,227
Time deposits with original maturity of less than three months when acquired 1,090,897
1,468,124
The notes on pages 18 to 25 form an integral part of the financial statements.
LZHEIANC EXPRESS WA TGO L7 L. 2 [ LA BT 17




NoTes To CoONDENSED FINANCIAL STATEMENTS

1. ACCOUNTING POLICIES

The condensed consolidated interim financial statements are prepared in accordance with Hong Kong Statement

of Standard Accounting Practice (“SSAP") No. 25 “Interim Financial Reporting” and the relevant disclosure require-

ments as stipulated in Appendix 16 of the Rules Governing the Listing of Securities on The Stock Exchange of Hong

Kong Limited (the “Listing Rules”). Other than the goodwill arising from further acquisition of equity interests in

subsidiaries, which are stated as assets and amortized on a straight-line basis over 10 years in accordance with the

SSAP30 "Business Combination” which was issued in January 2001 (however, no retrospective adjustment was
. made), the accounting policies and basis of preparation used in preparing the interim financial statements are the

same as those used in preparing the financial statements for the year ended 31 December 2000.

2. SEGMENT INFORMATION
There has been no change in the Group’s principal activities during the Period. The results of operations by principal

activity are summarised as follows:

By activity:

Toll  Advertising Others Total
Unaudited Unaudited Unaudited Unaudited
Rmb’'000 Rmb’000 Rmb'000 Rmb’'000

Six months ended 30 June 2001
. — Turnover 740,122 9,444 4,547 754,113

— Contribution to profit from
operatingactivities 720,278 5,826 95 726,199

Six months ended 30 June 2000
— Turnover 583,760 4,540 10,231 598,531

— Contribution to profit from
operating activities 527,118 3,590 2,825 533,533

During the Period, the entire turnover and contribution to profit from operating activities of the Group was derived
from Zhejiang Province, the PRC. Accordingly, a further analysis of the turnover and contribution to profit from

operating activities by geographical area is not presented.




OTHER REVENUE

For the six months ended 30 June

2001

Unaudited

Rmb’000

Income on short term investments in securities 74,819
Interest income 29,848
Rental income 1,809
Trailer income 4,039
Exchange gain 53,172
Others 6,752
170,439

PROFIT FROM OPERATING ACTIVITIES

The Group's profit from operating activities is arrived at after charging:

2000
Unaudited
Rmb’000

67,806
38,427
1,477
3,595

303

111,608

For the six months ended 30 June

2001

Unaudited

Rmb'000

Depreciation 96,879
Amortisation of expressway operating rights 4,350
Amortisation of goodwill 1,246
Interest on borrowings 141,914

IHENANG EXPRESIWAY CC ., LT D U P TR A

2000
Unaudited
Rmb’000

68,742
4,350

97,881
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"Notes To CONDENSED FINANCIAL STATEMENTS ot

5. TAX

According to the relevant national tax rules, Zhejiang Shangsan Expressway Co., Ltd. ("Shangsan Co"), a 61%
owned subsidiary of the Company, was qualified for the exemptions under the category of “New enterprise provid-
ing employment opportunities to redundant workers”, and therefore was entitled to an exemption from Corporate
Income Tax ("CIT") for three years starting from 1 January 1998. During the Period, however, as the three years

exemption was no longer applicable to Shangsan Co, it was subject to the CIT levied at a rate of 33%.

Advertising Co a 70% owned subsidiary of the Company, was no longer entitled to the CIT exemption under the
directive numbered Cai Shui (94)001 since 1 January 2001, Accordingly, Advertising Co was subject to the CIT

levied at a rate of 33%.

Save as above, the tax rate of other group companies and the preferential tax treatment that certain companies are
entitled to remained unchanged as those used to prepare the financial statements for the year ended 31 December
2000.

For the six months ended 30 June

2001 2000
Unaudited Unaudited
Rmb’000 Rmb'000

Group:
Tax charged 150,122 117,515
Tax refunded/refundable (36,115) (33,723)
114,007 83,792
Deferred 46,236 (380)
Share of tax attributable to associates 13,983 1,779
Share of deferred tax attributable to an associate 1,994 —
Share of deferred tax attributable to a jointly-controlled entity 517 —

Tax charge for the Period 176,737 85,191

There was no material unprovided deferred tax in respect of the Period (six months ended 30 June 2000: Nil).

ZHEEITANCG EXPRESSWAY cao., LY B, ! RS LN TR M REFORT




DIVIDENDS

The Directors recommend the payment of an interim dividend of Rmb3.0 cents (approximately HK$2.8 cents) per

share (2000 interim: Rmb2.0 cents (approximately HK$1.87 cents per share). The recommendation was not incor-

porated into these financial statements.

EARNINGS PER SHARE

The calculation of basic earnings per share is based on the net profit from ordinary activities attributable to share-
holders for the Period of Rmb367,899,000 (six months ended 30 June 2000: Rmb314,909,000) and the
4,343,114,500 shares (30 June 2000: 4,343,114,500 shares) in issue during the Period.

Diluted earnings per share for the periods ended 30 June 2001 and 2000 have not been calculated as no diluting

event existed during these periods.

Trade Receivables

The aging analysis of trade receivables as at 30 June 2001 and the comparative figures of 31 December 2000 are

as follows:
As at As at
30 June 31 December
2001 2000
Unaudited Audited
Rmb000 Rmb’'000
Within 1 year 10,110 18,162
1 to 2 years - 208
2 to 3 years 240 832

Total 10,350 19,202

The Group allows an average credit period of approximately 180 days to its trade customers.

ZHEJTANG EXPRESSWAY co., LTD. [ PR PR TER s Regpond 21
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NoTes TO CONDENSED FINANCIAL STATEMENTS (contd)

9. Trade Payables
The aging analysis of trade payables as at 30 June 2001 and the comparative figures of 31 December 2000 are as

follows:
As at As at
30 June 31 December
2001 2000
. Unaudited Audited
Rmb’000 Rmb'000
Within 1 year 53,853 200,761
110 2 years 118,820 3,798
2 to 3 years 439 —

Total 173,112 204,559

10. RESERVES

Share  Capital/ Statutory Public
premium (goodwill) surplus  welfare Retained
. account reserve reserve fund profits Total
Rmb'000 Rmb'000 Rmb’‘000  Rmb'000  Rmb’000  Rmb’000

At 1 January 2001 3,645,082  (352,860) 285,031 128,002 609,747 4,315,002
Net profit for the Period — — —_ — 367,899 367,899
Transfer form/(to) reserves — — 2,424 — (2,424) —

At 30 June 2001 3,645,082  (352,860) 287,455 128,002 975,222 4,682,901




11. Commitments

a) Capital commitments

Contracted, but not provided for:

— Construction of expressways

— Proposed investments in Shangsan Co

— Others

Authorised, but not contracted for:

— Construction of expressways

b) Commitments under operating leases

At 30 June 2001, the group had commitments under non-cancelable operating leases to make payments in

the following years as follows:

Land and buildings

— expiring within 1 year:

As at

30 June
2001
Unaudited
Rmb’000

579,651
485,000

2,267,334

3,331,985

30 June
2001
Unaudited
Rmb’000

30,720

30,720

As at

31 December
2000
Audited
Rmb'000

622,684
485,000
1,886

2,500,980

3,610,550

31 December
2000
Audited
Rmb*000




NoTtes To CoONDENSED FINANCIAL STATEMENTS (cont)

12. Related Party Transactions
The following is a summary of significant related party transactions carried out in the ordinary course of business

between the Company, its subsidiaries and certain government bodies in the six months ended 30 June 2001.

Under reorganisation agreement, Zhejiang Provincial High Class Highway Investment Company Limited (" Provin-
cial Investment Co"”) gave a number of undertakings to the Company, including a non-competition undertaking, a
tax indemnity, and an indemnity against losses incurred, which were not expressly transferred to the Company
. pursuant to the reorganisation and general indemnity provisions against any breach of representation warranty

and undertakings contained in the agreement.

The World Bank provided financing for the construction of the Hangzhou-Ningbo Expressway through the Ministry
of Finance and the Zhejiang Provincial Expressway Executive Commission (the "Executive Commission”), which
was responsible for the control of the construction and the management of the Hangzhou-Ningbo Expressway. The
repayment responsibility for the financing provided for the Hangzhou-Ningbo Expressway which amounted to
US$92,587,832 as at 30 June 2001 was assumed by the Company.

Pursuant to a supplemental agreement dated 18 April 1997, the Company, Provincial Investment Co and the
Executive Commission have agreed that the Company will take over the repayment responsibilities under the
reorganisation agreement in respect of the World Bank financing. An appropriate agreement was entered into
between the Company and the Executive Commission, pursuant to which the Company will be charged the same

. rate of interest as that charged to the Executive Commission.

A contract between the Company and the Executive Commission was reached dated 24 March 1997 whereby the
Executive Commission will enter into a number of contracts relating to Contract No. 8 of the Hangzhou-Ningbo
Expressway on behalf of the Company, for the purpose of upgrading the Operating Systems (as defined in the
section "Operation of the Expressway" of the prospectus dated 5 May 1997) of the Hangzhou-Ningbo Expressway.
The Company has to take the benefit of these contracts and assume the repayment obligations for any drawdown
on the World Bank funding in respect of Contract No. 8. Accordingly, the Company has included fixed assets of
Rmb108,524,000, liabilities of Rmb9,937,000 and the repayment obligation on the World Bank funding of
US$6,042,000(equivalent to Rmb50,010,000 approximately) as at 30 June 2001, respectively, in these financial

statements.




13. Subsequent Events

On 31 July 2001, with the approval from the Ministry of Finance, the Company repaid its World Bank loan of
US$91,636,418, equivalent to Rmb760 million. Accordingly, both the interest bearing bank and other borrowings
! and the cash and cash equivalents of the Company decreased by Rmb760 millionn, respectively. The World Bank
loan has a term of 20 years from 19 June 1992 (including a 5 year grace period), the advance repayment resulted
in a interest penalty of US$3,061,439, equivalent to RMB25 million approximately, in addition, an exchange gain of
US$6,424,300, equivalent to RMB53 million approximately was allocated by the World Bank. The interest penalty

and the exchange gain have been adjusted in these financial statements.

14. Contingent Liabilities/Pledged Assets
. At at 30 June 2001, other than the loan guarantee of Rmb30 million provided to Hangzhou Shida Highway Co.,
Ltd., a 50% owned jointly-controlled company of the Company, ther directors are not aware of any other contin-

gent liabilities or any pledged assets of the Group.

15. Approval of Financial Statements

The financial statements were approved by the board of Directors on 10 August 2001,
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ZHEJIANG EXPRESSWAY CO., LTD.

Announcement on Resolutions Passed by the Board

The board (the “Board”) of directors of Zhejiang Expressway Co., Ltd. (the “Company™) is
pleased to announce that resolutions were passed at the meeting of the Board held on 1st June 2001

‘to approve, inter alia, (i) the further acquisition of a 3.1% interest in Zhejiang Jlaxmg Expressway

Co., Ltd. (“Jiaxing Co”) and (ii) the “Simulated Share Option Scheme”.
Further Acquisition of a 3.1% Interest in Jiaxing Co :

Following relevant approval by the Board, the Company has entered into agreements (the
“Agreements”) on 4th June 2001 to further acquire a 2.1% and a 1.0% interest in the capital of
Jiaxing Co, a non-wholly owned subsidiary of the Company, from Jiaxing Xiuzhou Yitong
Development Company (“Yitong Co”) and Jiashan County Yintong Company Limited (“Jiashan
Co”) for a consideration of Rmb63,249,984 and Rmb30,119,040, respectively.

Jiaxing Co is the holding company of the 88.1km Jiaxing section of the Shanghai-Hangzhou
Expressway. As at 4th June 2001, the Company, Yitong Co and Jiashan Co were interested in
approximately 84.2%, 2.1% and 1.0% in the capital of Jiaxing Co, respectively.

After the completion of the Agreements, the Company’s interest in the capital of Jiaxing Co
will be increased to approx1mately 87.3%, while Yitong Co and Jiashan Co’s interests will be
reduced to nil.

The Agreements were concluded after arm’s length negotiations between the relevant parties.
The aggregate consideration of Rmb93,369,024 will be funded by bank loans, and paid to relevant
parties in cash.

The Jiaxing section was completed and opened to traffic in December 1998. Distance-based
weighted average daily traffic volume on the Jiaxing section has being growing steadily since its
opening to traffic to have reached 21,277 in April 2001.

The Company is optimistic as to the prospects of the Jiaxing section, and have hence further
increased its interest in Jiaxing Co.

Simulated Share Option Scheme

In order to enhance corporate governance and link the interests of the management with that
of the shareholders of the Company, the Board has resolved to approve the Simulated Share Option
Scheme. Under this scheme, recipients will be granted rights which will entitle them to receive,
upon exercise of the rights, cash payments representing the difference in the Company’s share price
and the grant price, subject to certain terms and conditions.

The scheme will be managed by the Board, and recipients will include the executive dlrectors
of the Company, management staffs and key employees deemed appropriate or necessary by the
Board. The scheme will be valid for a period of ten years after approval by the shareholders of the
Company and the total number of rights available will be 130,000,000 simulated shares
(representing approximately 3% of the issued share capital of the Company as at 4th June 2001).

Under the scheme, all rights will have an exercise period of five years. A recipient may not
exercise his rights in the first year after the date of grant. In each of the second, third, fourth and
fifth year after the date of grant, the rights exercised may not in aggregate exceed 25%, 50%, 75%
and 100%, respectively, of the total rights granted. The market price of H shares of the Company
and A shares of the Company (when such is issued) will each constitute 50% of the grant price of
rights granted under this scheme. The grant price will be 90% of the average closing price of the
shares of the Company in the five trading days immediately prior to the date of grant. The exercise
price of rights granted under this scheme will be the average closing price of the shares of the
Company in the five trading days after the sixth trading day from the date of the written notice given
by the recipient to the Company to exercise his rights. The recipient will then be entitled to receive
cash payments representing the difference between the exercise price and the grant price in
Renminbi.

The scheme will be submitted to the general meeting of shareholders of the Company for
approval in due course.

- By Order of the Board
Zhang Jingzhong
Company Secretary







26/04/2001 UK: ZHEJIANG EXPRESSWAY DIVIDEND DECLARATION.
Zhejiang Expressway Co 26 April 2001

Dividend Declaration

Zhejiang Expressway Co., Ltd. (the "Company") held its 2000 annual general
meeting on April 26th, 2001, and approved, among others, the resolution for the distribution of the final dividend of the Company for the year
ended December 31st, 2000 in the amount of RMBO0.07 per share.

The register of members of the Company ("Register of Members") was closed from March 27th, 2001 to April 25th, 2001 (both days
inclusive). Holders of H shares of the Company ("H Shares") whose name appeared in the Register of Members on March 27th, 2001 are
entitled to the said final dividend.

Pursuant to the Company’s Articles of Association, dividends of H Shares shall be paid in Hong Kong dollars according to the average closing
price of Hong Kong dollars to Remminbi declared by the People’s Bank of China in the five trading days immediately preceding the date of the
declaration of dividends. The exchange rate for the purpose of the payment of the final dividend is therefore HK$1.00 to RMB 1.06130.

The final dividend of RMBO0.07 or HK$0.06596 per share is expected to be payable to holders of the H Shares of the Company on or before
May 31st. 2001.

END

'DIVEAKLKASKFEEE.
REGULATORY NEWS SERVICE 26/04/2001
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‘Shares in Publishing and Broadcast-
ing Ltd (PBL), the principal listed
vehicle of Australian billionaire Ker-
ry Packer, plummeted vyesterday
after a management reshuffle.

Mr Packer, long regarded in
Australia as virtually infallible
when it comes to doing a deal, saw
more than 6 per cent wiped from

PBL'’s share price by the close of .

trading.

PBL stock fell 65 cents to
A%$9.90 in a rare expression of in-
vestor disapproval of a Packer
management decision.

The market’s decision to turn
on a company synenymous with
Mr Packer followed the abrupt de-
parture on Tuesday of chief execu-
tive Nick Falloon, who had been
with the company for 19 years.

want In tough times .

PBL chairman Iames Packer
announced Macquarie Bank exec-
utive director Peter Yates as Mr
Falloon’s replacement, leaving the
market to ponder whether Mr
Falloon, one of the country’s high-
est paid corporate mandarins, had
jumped or been pushed. Either
way, investors did not like it.

With an estimated annual in-
come of A$2.6 million (about
HK$10.09 million), Mr Falloon had
reached the top of Australia’s cor-
porate tree, and wielded influence
to match. His departure followed a
savaging of PBL's share price in
the past fortnight, in which 20 per
cent was wiped from the com-
pany’s paper value,

Mr Packer’s broadcasting flag-
ship, the Channel Nine television

opumistic.

“PBL is poised to capture sig-
nificant opportunities which are
presenting themselves,” he said in
a statement to the Australian Stock

'Exchange.

“Peter, with his extensive expe-
rience in the media, telecommuni-
cation and gaming sectors is ex-
ceptionally well qualified for this
role and will be supported by a
team of highly seasoned operators.

“The board is confident that
together they will take PBL forward
to its next level of success and
cement its position as the region’s
pre-eminent integrated media and
entertainment group.”

As to Mr Falloon, 43, PBL was

“grateful to Mr Falloon for the
positive contribution he had made
to PBL.”

‘ ‘ _;-'

The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this announcement, makes no representation
as 1o its accuracy or completeness and expressly disclaims any liability whatsoever for any loss howsoever.arising from or in reliance
upon the whole or any part of the contents of this announcement.
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HIERARERERAERAR
ZHEJIANG EXPRESSWAY CO., LTD.

(a joint stock limited company incorporated in the People's Republic of China with limited liability)

SECONDARY LISTING OF THE H SHARES OF THE COMPANY
ON THE UNOFFICIAL REGULATED MARKET OF
THE BERLIN STOCK EXCHANGE

The directors (the “Directors”) of Zhejiang Expressway Co., Ltd. (the “Company”) announce that the H shares
of the Company (the “H Shares”) have a secondary listing on the Berliner Wertpapierborse (the “Berlin Stock
Exchange”) and trading commenced on 27th February 2001.

The Directors wish to announce that on 16th March 2001, the Company received a letter from a brokerage company
admitted to trading on the Berlin Stock Exchange informing the Company that the H Shares have a secondary listing
(“Secondary Listing™) on the Berlin Stock Exchange, and that trading of the H Shares commenced on 27th February.
2001. The brokerage firm is an independent third party not connected with the Directors, supervisors, chief.
executives and substantial shareholders of the Company or any of its subsidiaries or any of their respective associates
(as defined in the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited).

The Company has subsequently been able to confirm that the H Shares have a secondary listing on the Unofficial’
Regulated Market of the Berlin Stock Exchange. The application for the listing of the H Shares was made by the
relevant brokerage firm to the Berlin Stock Exchange without prior consultation with, or consent from, the Company.’
The Directors, nevertheless, welcome the Secondary Listing and consider it to be a positive development for the’
Company. The Directors understand that the Secondary Listing will not give rise to any obligations on the part of
the Company towards the Berlin Stock Exchange.

Shareholders and potential investors are reminded to exercise extreme caution in dealings in the H Shares.
By Order of the Board
Zhang Jingzhong
Company Secretary

Hangzhou, Zhejiang, the. PRC, 28th March 2001
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The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this announcement, makes no
representation as to its accuracy or completeness and expressly disclaims any liability whatsoever for any loss
howsoever arising from or in reliance upon the whole or any part of the contents of this announcement.

HIRAAERLANENERLT
ZHEJIANG EXPRESSWAY (O., LTD.

(a joint stock limited company incorporated in
the People’s Republic of China with limited liability)

RESULTS OF THE EXTRAORDINARY GENERAL MEETING

The Directors of Zhejiang Expressway Co., Ltd. announce that all resolutions proposed
were passed at the EGM held today.

Terms defined in the circular of Zhejiang Expressway Co., Ltd. dated 26th February
2001 in relation to, among other things, the proposed A Share Issue the Acquisition and the
proposed amendments to the Articles of Association, shall have the same meanings when used
herein except where the context otherwise requires. :

Results of the EGM

The Directors are pleased to announce that each of the special resolutions to approve the
following matters were duly passed at the EGM held today:

1. _the Transfer Agreement and the Acquisition;

2 the A Share Issue;

3.  the Feasibility Study Report and the use of proceeds set out therein;
4

the report by the board of Directors on the status of the use of proceeds received

from the H Share Issue;

5. the mutual sharing of undistributed profits of the Company between the existing
and new shareholders of the Company;

6. authorising the Directors to exercise all powers of the Company to allot and issue
- and deal with the A Shares and to handle all matters relevant to the A Share Issue;
and

7. the amendments to the Amcles of Association.
The associates of Huajian abstained from voting in respect of the resolution to approve

the Transfer Agreement when the relevant resolution was proposed at the EGM. Zhejiang.

Provincial Investment Co had also, for good corporate governance, abstained from voting at
the EGM on the resolution to approve the Transfer Agreement in respect of the 11% interest
in the Company held by it and to be transferred to Huajian pursuant to the State-owned Share
Transfer Agreement.

The Acquisition

The Transfer Agreement was approved by shareholders at the EGM. However as of the
date of the EGM, the respective approvals from the Ministry of Finance and the Ministry of
Communication in relation to the Transfer Agreement had not been obtained by the Company,
and therefore, subject to the respective approvals being obtained, the Company will proceed
with the Acquisition and will fund the Acquisition by internal resources and/or bank loans.

Change of Shareholding

Huajian will become a substantial shareholder of the Company within the meaning of the
Listing Rules upon completion of certain registration formalities with the relevant PRC
authorities. :

A Share Issue

Further announcement will be made in respect of the A Share Issue in due course in
compliance with the requirements of the Listing Rules.

By Order of the Board

Zhang Jingzhong
Company Secretary
Hangzhou, Zhejiang, the- PRC, 22nd March, 2001
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HIENARELRERERAA
ZHEJIANG EXPRESSWAY (0., LTD.

(a joint stock limited company incorporated in the People’s Republic of China with limited liability)

Notice of Annual General Meeting

NOTICE IS HEREBY GIVEN that the annual general meeting for the year ended December 31, 2000
("AGM") of Zhejiang Expressway Co., Ltd. (the “Company") will be held at 10:00a.m. on April 26,
2001 at 18th Floor, Zhejiang World Trade Center, 15 Shuguang Road, Hangzhou 310007, the People’s
Republic of China (the “PRC") for the conduct of the following business:

1.

To consider and approve the report of the directors of the Company for the year ended December
31, 2000, ' '

To consider and approve the report of the supervisory committee of the Company for the year
ended December 31, 2000;

To consider and approve the audited financial statements of the Company for the year ended
December 31, 2000;

To consider and approve the proposed distribution of profits and the final dividend of the Company
for the year ended December 31, 2000;

To consider and approve the budget plan of the Company for the year ending December 31, 2001,
and

To consider and approve the re-appointment of Ernst &Young as the international auditors of the
Company and Zhejiang Pan-China Certified Public Accountants as the PRC auditors of the Company
and to authorize the board of directors of the Company to fix their respective remuneration.

By Order of the Board
Zhang Jingzhong
Company Secretary

Hong Kong, March 5, 2001

Notes:

1.

Eligibility for attending the AGM

Holders of H shares of the Company (“H Shares”) who intend to attend the AGM must deliver al! transfer
instruments and the relevant shares certificates to the share registrar for H Shares, Hong Kong Registrars
Limited (which address is set out in paragraph 5 below), at or before 4:00p.m. on March 26, 2001.




Registration procedures tor attending the AGM

M

Holders of H Shares and domestic shares of the Company (“Domestic Shares”) intending to aitend the
AGM should return the reply slip for attending the AGM to the Company by post or by facsimile
(address and facsimile numbers are shown in paragraph 5 below) such that the same shall be received
by the Company on or before April 6, 2001.

A shareholder or his/her/its proxy should produce proof of identity when attending the meeting. If a
corporate shareholder appoints a legal representative to attend the meeting, such legal representative
shall produce proof of identity and a copy of the resolution of the board of directors or other governing
body of such shareholder appointing such legal representative at the meeting.

Proxy

(M

(2)

4)

A shareholder eligible to attend and vote at the AGM is entitled to appeint, in written form, one or
more proxies to attend and vote on his/her/its behalf. A proxy need not to be a member.

A proxy should be appointed by a written instrument signed by the appointor or his/her/its attorney. If
the appointor is a corporation, the same shall be affixed with its common seal or signed by its director(s)
or duly authorized representative(s). If the form of proxy is signed by the attorney of the appointor, the
power of attorney or other authorization document(s) of such attorney should be notarised.

To be valid, the power of attorney or any other authorization document(s) (which have been notarised)
together with the completed form of proxy must be delivered, in the case of holders of Domestic
Shares, to the Company at the address shown in paragraph 5 below and, in the case of holders of H
Shares, to Hong Kong Registrars Limited at the address shown in paragraph 5 below, not less than 24
hours before the time designated for the holding of the AGM.

A proxy may exercise the right to vote by a show of hands or by poll. However, if more than one proxy
is appointed by a shareholder, such proxies shall only exercise the right to vote on a poll.

Closure of Register of Members

The register of members of H Shares will be closed frem March 27, 2001 to April 25, 2001 {both days
inclusive), during which no transfer of shares will be registered.

Miscellaneous

(M

2)

The AGM will not last for more than one day. Shareholders who attend shall bear their own travelling
and accommodation expenses.

The address of the share registrar for H Shares, Hong Kong Registrars Limited is at:

2/F Vicwood Plaza
199 Des Voeux Road Central
Hong Kong

The address of the Company is at:

19th Floor, Zhejiang World Trade Center
15 Shuguang Road

Hangzhou 310007

People’s Republic of China

Telephone No.: (+86)-571-7987700
Facsimile No.:  (+86)-571-7950329




HIENARELERNERLF
ZHEJIANG EXPRESSWAY CO., LTD.

(a joint stock limited company incorporated in the People’s Republic of China with limited liability)

Proxy Form for Annual General Meeting

Number of Shares related H Shares/Domestic
to this proxy form e Shares*
| (We) {note 2;
of
being the holder(s) of ™)
H Share(s)/Domestic Share(s)* of Zhejiang Expressway Co., Ltd. (the “Company”) now appoint %%
(1.D. No.: of Jor, failing him, the chairman

of the meeting as my {our) proxy to attend and vote for me (us) on the ordinary resolutions in accardance with the instruction(s) below and on
my (our)-behalf at the annual general meeting of the Company (“AGM") to be held at 10:00 a.m. on April 26, 2001 at 18th Floor, Zhejiang
World Trade Center, 15 Shuguang Road, Hangzhou 310007, the People's Republic of China (“the PRC") for the purpose of considering and,
if thought fit, passing those resolutions as set out in the notice convening the said meeting. in the absence of any indication, the proxy may
vote for or against the resolution at his own discretion o4,

Ordinary Resolutions: For (ot Against @9

1.

To consider and approve the report of the directors of the Company for the year ended December
31, 2000.

To consider and approve the report of the supervisory committee of the Company for the year
ended December 31, 2000.

To consider and approve the audited financial statements of the Company for the year ended
December 31, 2000.

To consider and approve the proposed distribution of profits and the final dividend of the
Company for the year ended December 31, 2000.

To consider and approve the budget plan of the Company for the year ending December 31,
2001.

To consider and approve the re-appointment of Ernst & Young as the international auditors of
the Company and Zhejiang Pan-China Certified Public Accountants as the PRC auditors of the
Company and to authorize the board of directors of the Company to fix their respective
remuneration.

Date: 2001 Signature: ' frote 5}

Notes:

1.

Piease insert the number of share(s) registered in your name(s) reiating to this form of proxy. If no number is inserted, this form of proxy will be deemed to
relate to the all of the shares in the capital of the Company registered in your name(s).

Please insert full name(s) and address{es) in BLOCK LETTETRS.

Please insert the name and address of your proxy. If this is left blank, the chairman of the AGM will act as your proxy. One or more proxies, who may not be
member(s) of the Company, may be appointed to attend and vote in the meeting provided that such proxies must attend the meeting in person on your
behalf. Any alteration made to this proxy form must be signed by the signatory.

Attention: If you wish to vote FOR any resolution, please indicate with a “v" in the appropriate space under “For”. If you wish to vote AGAINST any resolution,
please indicate with 2 “N in the appropriate space under “Against”. In the absence of any such indication, the proxy will vote or abstain at his discretion.

This form of proxy must be signed under hand by you or your attorney duly authorized in that behalf. If the appointor is a corporation, this form must be
signed under its common seal or under hand by any directors or agents duly appointed by such corporation.

This form of proxy together with the power of attorney or other authorization document(s) which have been notarised, must be delivered, in the case of a
holder of Domestic Share(s), to the Company at 19th Floor, Zhejiang World Trade Center, 15 Shuguang Road, Hangzhou 310007, People’s Republic of China
and in the case of a holder of H Share(s), to Hong Kong Registrars Limited at 2/F Vicwood Plaza, 199 Des Voeux Road Central, Hong Kong, at least 24 hours
before the time designated for the holding of the AGM.

Please delete as appropriate.




HIRRARELEERERLF
ZHEJIANG EXPRESSWAY CO., LTD.

(a joint stock limited company incorporated in the People’s Republic of China with limited liability)

Reply Slip for Annual General Meeting

I(We)

of ,

Telephone number: and Fax number: ,

being the holder(s) of H Share(syDomestic Share(s)*

of Zhejiang Expressway Co., Ltd. (the “Company”) hereby confirm that liwe) wish to attend or appoint a proxy to attend (on
my(our) behalf) the annual general meeting (“AGM") to be held at 10:00 a.m. on April 26, 2001 at 18th Floor, Zhejiang World
Trade Center, 15 Shuguang Road, Hangzhou 310007, the People’s Republic of China (the “PRC").

Signature:

Date:

Note: Eligible shareholders who wish to attend the AGM are advised to complete and return this reply slip to the Company at 19th Floor
Zhejiang World Trade Center, 15 Shuguang Road, Hangzhou 310007, the PRC by post or by facsimile (Fax no.: (+86)-571-7950329 )
such that the same shall be received by the Company on or before April 6, 2000. Failure to sign and return this reply slip, however, will
not preclude an eligible shareholder from attending the AGM.

* Please delete as appropriate.
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HIBRAEE L BRAFRLA
ZHEJIANG EXPRESSWAY CO., LTD.

{a joint stock limited company incorporated in
the People’s Republic of China with limited liabilitv)
PROPOSED A SHARE ISSUE,
CONNECTED TRANSACTION
AND
PROPOSED AMENDMENT TO THE ARTICLES OF ASSOCIATION
OF ZHEJIANG EXPRESSWAY CO., LTD.

Financial adviser to Zhejiang Expressway Co., Ltd.

“ ABN-AMRO

ABN AMRO Asia Corporate Finance Ltd.

Independent financial adviser to the
independent board committee of Zhejiang Expressway Co., Ltd.

):( DBSASIA CAPITAL LIMITED

A letter from the board of directors of Zhejiang Expressway Co.. Ltd. is set out on pages 4 to [5 of this circular. A letter from
the independent board committee of Zhejiang Expressway Co.. Ltd. containing their recommendation is set out on page 16 of
this circular. A letter from DBS Asia Capital Limited. the independent tinancial adviser. containing its advice to the independent
board committee of Zhejiang Expressway Co.. Ltd. is set out on pages 17 to 20 of this circular.

A notice convening an extraordinary general meeting of Zhejiang Expressway Co.. Ltd. to be held at 10:00 a.m. on Thursday.
22nd March 2001 at 18th Floor. Zhejiang World Trade Centre. {5 Shuguang Road. Hangzhou 310007. the People’s Republic
of China. which. together with a reply slip and a form of proxy. was despatched to each of the shareholders of the Company
on 3th February 2001 is again set out on pages 29 to 33 of this circular.

If yvou intend to attend the extraordinary general meeting, please complete and return the reply slip in accordance with the
instructions printed thereon as soon as possible and in any event on or before 2nd March 2001,

Whether or not vou are able to attend the meeting, please complete and return the form of proxy in accordance with the
instructions printed thereon as soon as possible and in any event not less than 24 hours before the time of the meeting.
Completion and return of the form of proxy will not preclude you from attending and voting in person at the meeting or any
adjourned meeting should you so wish.

26th February 2001




f10ng A0Rg oAR

Pages
Definitions . .. ... ... . e 1
Letter from the Board
Introduction . .. .. 4
A Share Issue . ... . 5
The AcqQuUISILION . ... ... e 10
Proposed amendment to the Articles of Association . ........... .. ... .. ... ..., 14
EGM 14
Recommendation . ... ... .. . 15
Further information .. .. .. .. .. . 15
Letter from the Independent Board Committee .. ... ....... .. ... ... .. ... ... ....... 16
‘ Letter from DBS Asia Capital Limited . . . . .. .. ... .. ... ... .. . ... ... . ... 17
Appendix I — Letter from Wilbur Smith . . .. .......... ... .. ... ... ... ... . ... 21
Appendix II — General information .. ... ... ... ... ... ... ... ... .. 25
Notice of EGM . . . 29




In this circular. unless the context otherwijs,e requires. the following expressions shall have the

following meanings:

A Shares”

A Share Issue”

"Acquisition”

“Articles of Association™

“Board™
“Company”

"CSRC”

“Directors”

"Domestic Shares”

"EGM”

“Group”
“Hong Kong”

“H Shares”

“H Share Issue”

“Huajian™

“Independent Board

Committee”

the domestic ordinary shares of RMB 1.00 each in the share capital of
the Company proposed to be issued by the Company and to be listed
and traded on thé Shanghai Stock Exchange;

the proposed issﬁie by way of placing and public offer of A Shares by
the Company and the proposed application for listing and trading of
A Shares on the Shanghai Stock Exchange;

the acquisition of an approximate 18.4% interest in Shangsan Co by
the Company from Huajian pursuant to the Transfer Agreement:

the articles of association of the Company;
the board of Directors;
Zhejiang Expressway Co., Lid. (HiiIEMBESELREBHERLE ),

the China Securities Regulatory Commission of the PRC
(TREZFEEEEEAY ),

the directors, including the independent non-executive directors. of
the Company;

shares of nominal value of RMB1.00 each in the share capital of the
Company, subscribed for in Renminbi;

the extraordinary general meeting of the Company to be held to
consider and. if thought fit by the Shareholders and Independent
Shareholders (as the case may be). to approve, inter alia. the A Share
Issue and the Transfer Agreement;

the Company and its subsidiaries:
the Hong Kong Special Administrative Region of the PRC;

the overseas listed foreign shares of RMB 1.00 each in the share
capital of the Company which are listed on the Stock Exchange and
admitted to trading on the London Stock Exchange Limited;

the issue by the Company of H Shares by way of placing and public
offer in May 1997;

Huajian Transportation Economic Development Centre
( EBRBEERETL ). a State-owned enterprise established pursuant
to the laws of the PRC;

the independent committee of the Board comprising Dr. Hu Hung
Lick. Mr. Tung Chee Chen and Mr. Zhang Junsheng;




“Independent
Shareholders™

..km“

“Latest Practicable Date”

“Listing Rules”

“Ministry of
Communication™

“Ministry of Finance”

“MOFTEC™

“PRC™

“PRC GAAP”
“RMB™

“SAIC”

*“SDI Ordinance™

“*Shangsan Co”

“Shangsan Expresssway”

“Shanghai-Hangzhou-
Ningbo Expressway”

“Shanghai Stock
Exchange”

(3}

“Shangyu Transport Co

“Shareholders™

Shareholders other than the associates (as defined in the Listing
Rules) of Huajian:

kilometres;

22nd February 2001, being the latest practicable date prior to the
printing of this circular for ascertaining certain information in this
circular:

the Rules Governing the Listing of Securities on the Stock Exchange:

the Ministry of Communication of the PRC (F#AREMRAKES);

the Ministry of Finance of the PRC (FEARLHEHEL );

the Ministry of Foreign Trade and Economic Cooperation of the PRC
(FEARELHNEMNIE SRBESERT ), :

the People's Republic of China, and for the purposes of this circular
only, excludes Hong Kong, the Macau Special Administrative Region
of the PRC and Taiwan;

PRC Generally Accepted Accounting Principles;
Renminbi. the lawful currency of the PRC;

the State Administration for Industry and Commerce of the PRC
(PEARANEERIHATHEER ),

the Securities (Disclosure of Interests) Ordinance, Chapter 396 of the
Laws of Hong Kong;

Zhejiang Shangsan Expressway Co., Ltd. (il L =ZFELBAERALE ), a
company established pursuant to the laws of the PRC. which is 61%
owned by the Company prior to completion of the Acquisition;

the Shangyu-Sanmen Road. within the Zhejiang Province of the PRC;

the Shanghai-Hangzhou  Expressway and Hangzhou-Ningbo
Expressway within the Zhejiang Province of the PRC;

the Shanghai Stock Exchange of the PRC;
Shangyu Municipal Transport Investment Company

( EEFHRBERELT ), a company established pursuant to the laws of the
PRC;

the holders of Domestic Shares and H Shares;




“Shengzhou Co”

“State”

"State-owned Share
Transfer Agreement”
“State Administration of
State-owned Assets”
“Stock Exchange”

“Supervisor(s)”

“Tiantai Transport Co”

“Transfer Agreement”

“Wilbur Smith”

“Xinchang Transport Co”

“Zhejiang Provincial
Investment Co”

Shengzhou Shangsan Development Company (IUSEMH L =HRERLE),
a company established pursuant to the laws of the PRC;

the government of the PRC;

the transfer agreement dated 28th December 2000 entered into
between Zhejiang Provincial Investment Co and Huajian in relation to
the transfer of an 11% interest in the share capital of the Company:

the State Administration of State-owned Assets of the PRC
(PEAEENE BREEEER );

The Stock Exchange of Hong Kong Limited;
member(s) of the supervisory committee of the Company;

Tiantai County Transport Development Company
(REBZERREEEMENT), a company established pursuant to the
laws of the PRC;

the transfer agreement dated 2nd February 2001 and the supplemental
agreement dated the same date, entered into between the Company
and Huajian in relation to the transfer of an approximate 18.4%
interest in Shangsan Co held by Huajian to the Company;

Wilbur Smith Associates Limited, professional traffic consultants:

Xinchang Transport Development Company (HERREZRREEALE).
a company established pursuant to the laws of the PRC:

Zhejiang Provincial High Class Highway Investment Company
Limited (HIASEROBIRERELT), being the controlling

shareholder (as defined in the Listing Rules) of the Company with a
67% interest in the share capital of the Company prior to completion
of the transfer pursuant to the State-owned Share Transfer Agreement.




HIRRAERLBRAFERLE

ZHEJIANG EXPRESSWAY (0., LTD.

{a joint stock company incorporated in

the People’s Republic of China with limited liability)

Board of Directors

Executive Directors:
Geng Xiaoping
Fang Yunti

Zhang Jingzhong
Xuan Daoguang

Non-executive Directors:

Xia Linzhang

Zhang Chunming

Hu Hung Lick. Henry*
Tung Chee Chen*
Zhang Junsheng*

* Independent non-executive Directors

To the Shareholders

Dear Sir or Madam,

Registered Office:

19th Floor

Zhejiang World Trade Center
5 Shuguang Road
Hangzhou 310007

PRC

26th February 2001

PROPOSED A SHARE ISSUE, CONNECTED TRANSACTION AND
PROPOSED AMENDMENT TO THE ARTICLES OF ASSOCIATION OF THE COMPANY

INTRODUCTION

A Share Issue

The Board announced on 10th January 2001 that the Company intended to apply to the CSRC and
the Shanghai Stock Exchange for the issue of not more than 300.000.000 A Shares to institutional and
public investors in the PRC, and for the listing of the A Shares on the Shanghai Stock Exchange.

Connected Transaction

The Board further announced on 2nd February 2001 that the Company had entered into the
Transfer Agreement with Huajian pursuant to which the Company conditionally agreed to purchase.
and Huajian conditionally agreed to sell an approximate 18.4% interest held by Huajian in Shangsan
Co for an estimated consideration of approximately RMB485 million.




Shangsan Co is a non-wholly owned subsidiary of the Company and Huajian is a substantial
shareholder of Shangsan Co within the meaning of the Listing Rules. Accordingly. the Acquisition will
constitute a connected transaction for the Company under the Listing Rules. and is subject to approval
by the Independent Shareholders at the EGM.

An Independent Board Committee consisting of Dr. Hu Hung Lick, Mr. Tung Chee Chen and Mr.
Zhang Junsheng has been formed to review the terms of the Transfer Agreement and to advise the
Independent Shareholders as to whether the terms of the Transfer Agreement are fair and reasonable.
DBS Asia Capital Limited has been appointed as the independent financial adviser to advise the
Independent Board Committee on whether the terms of the Transfer Agreement are fair and reasonable
so far as the Independent Shareholders are concerned.

Proposed amendments to the Articles of Association

Special resolutions will be proposed at the EGM to approve amendments to the Articles of
Association to reflect the change of status of the Company to a foreign-investment joint stock
company with limited liability, and to reflect the change in shareholding structure of the Company.

EGM

The EGM will be held on 22nd March 2001. A notice of EGM, together with a form of proxy and
a reply slip. was despatched to each of the Shareholders on 5th February 2001. Special resolutions will
be proposed at the EGM to approve, among other things, the A Share Issue, the Transfer Agreement
and the amendment to the Articles of Association. Although Zhejiang Provincial Investment Co is not
under any obligation or requirement to abstain from voting at the EGM in respect of the resolution to
approve the Transfer Agreement. it has indicated to the Company that. for good corporate governance.
it will abstain from voting at the EGM in respect of the 11% interest in the Company to be transferred
to Huajian at nil consideration pursuant to the State-owned Share Transfer Agreement.

General

The main purposes of this circular are: (i) to provide you with further details of the A Share
Issue, the Transfer Agreement and the proposed amendment to the Articles of Association; (ii) to set
out the letter of advice from DBS Asia Capital Limited; (iii) to set out the recommendation and
opinion of the Independent Board Committee; and (iv) to seek your approval of the special resolutions
to be proposed at the EGM in relation to. axﬁong other things, the A Share Issue. the Transfer
Agreement and the amendments to the Articles of Association.

A SHARE ISSUE

The Company was established in the PRC on lst March 1997 and in May of the same year. the
Company issued a total of 1.433.854,500 H Shares by way of public offer and placing. The H Shares
are listed on the Stock Exchange and were admitted to trading on the London Stock Exchange Limited
on 5th May 2000. In addition. there are 2,909.260.000 Domestic Shares in issue in the share capital
of the Company.




Proposed structure

The Company intends to apply to the CSRC and the Shanghai Stock Exchange for the issue and
placing of A Shares to institutional and public investors in the PRC. and for the listing of the A Shares
on the Shanghai Stock Exchange. The proposed structure for the A Share Issue is as follows:

(1) Type of securities to be issued: RMB-denominated ordinary shares
(2) Par value: RMB1.00 per share

(3) Number of A Shares to be issued: Not more than 300.000.000 shares. to be determined
by the issue price of each A Share and the target
proceeds arising from the A Share Issue

(4) Target subscribers: Natural persons and institutional investors in the
PRC. who are A share stock account holders of the
Shanghai Stock Exchange

(5) Pricing process: Issue price range will be negotiated between the
Company and the underwriters for the A Share Issue
with reference to market demand. A “book-building™
process will be conducted to determine the issue price
of each A Share

(6) Target proceeds: Not less than RMB1 billion
Pricing of A Shares

The issue price for the A Share Issue will be determined by reference to the share prices of
similar expressway companies whose shares are listed on the stock exchanges of the PRC, as well as
according to market demand. A price range will be determined between the Company and the
underwriters for the A Share Issue, and the “book-building” process. that is the process whereby the
underwriters for the A Share Issue will solicit from prospective investors indications of interest in
acquiring the A Shares. and the prospective investors will then be required to specify the number of
A Shares they would be prepared to acquire at different price ranges, will be conducted to determine
the market demand for the A Shares. The issue price will then be determined by reference to the level
of interest expressed during the book-building process.

There are currently a number of PRC expressway companies whose shares are listed on the
Shenzhen Stock Exchange of the PRC and the Shanghai Stock Exchange. The share prices of such
companies are trading at an average earnings multiple of approximately 40 times. The Directors
anticipate that the earnings multiple of the issue price for the A Share Issue will be not less than 25

times.




Proposed use of proceeds

It is expected that the proceeds arising from the A Share Issue will amount to not less than RMBI1
billion. The Directors presently intend to apply the proceeds as follows:

(a) approximately RMB425,000.000 for funding the first stage of the construction to widen the
Hongken to Guzhu section of the Shanghai-Hangzhou-Ningbo Expressway:

(b) approximately RMB860.000.000 for funding the second stage of the construction to widen
the Shenshi to Hongken section of the Shanghai-Hangzhou-Ningbo Expressway:

{c) subject to Independent Shareholders’ approval of the Transfer Agreement at the EGM. and
subject to the respective approvals from the Ministry of Finance and the Ministry of
Communication in relation to the Transfer Agreement and/or the transfer by Huajian of the
approximate 18.4% interest in Shangsan Co to the Company being obtained by the
Company and/or Huajian on or before the date of the EGM. approximately RMB485 million
for funding the Acquisition; and

(d) any balance remaining after funding the projects/transaction contemplated in paragraphs
(a), (b) and (c) above from the proceeds arising from the A Share Issue may be used as
working capital of the Company.

If the proceeds arising from the A Share Issue are not sufficient for funding the
projects/transaction contemplated in paragraphs (a), (b) and (c) above. the internal resources of the
Company and/or bank loans will be used for funding such projects/transaction.

The Hongken to Guzhu section of the Shanghai-Hangzhou-Ningbo Expressway is 44 km in
length, and the first stage of the construction to widen the expressway is to expand it from the existing
four lanes to six lanes. Construction commenced in October 2000 and is expected to complete in four
years. The second stage of the construction to widen the Shenshi to Hongken section is a project to
expand the 40.4 km section from four lanes to six lanes (in respect of the 23.6 km section from Shenshi
to Pengbu and the 8.7 km section from Xiaoshan to Hongken), and from four lanes to eight lanes in
respect of the 8.1 km section from Pengbu to Xiaoshan. Construction is expected to commence in 2002
with construction completing and the expressway opening to traffic in 2004.

The A Share [ssue is conditional upon the obtaining of Shareholders’ approval at the EGM. the
approval from the CSRC, as well as the approval from the Shanghai Stock Exchange in relation to the
application for the listing and trading of the A Shares on the Shanghai Stock Exchange.




Impact of the A Share Issue on the shareholding structure of the Company

Set out below are the changes in the Company’s shareholding structure prior to and immediately
upon completion of the A Share Issue on the assumption that 300,000,000 A Shares will be issued:

Prior to Immediately upon
completion of the Percentage of completion of the Percentage of
Class of Shares A Share Issue shareholding A Share Issue shareholding
%) (%)
(approximate) {approximare)
Domestic Shares 2,909.260,000 66.99 2.909.260,000 62.66
A Shares — — 300.000.000 6.46
H Shares 1.433.854.500 33.01 1.433.854,500 30.88
Total 4.343.114,500 100.00 4.643,114.500 100.00

Reasons for the A Share Issue

The Directors believe that the A Share Issue is in the interests of the Company and will be
beneficial to the long term growth of the Company for the reasons set out below.

The Directors consider that it is in the interests of the Company to proceed with the .
projects/transaction contemplated in paragraphs (a). (b) and (c) as set out in the section headed
“Proposed use of proceeds” in this circular. Since the estimated funds required for investment in such
projects/transaction amount to. in aggregate, approximately RMB1.77 billion, the A Share Issue will
provide additional channels. in addition to internal resources or bank loans, for the Company to raise
funds for such projects and to support the future development of the Company.

The A Share Issue would also enhance the shareholder and capital base of the Company. Based
on the proposed maximum number of A Shares to be issued, the additional shares will represent
approximately 6.46% of the enlarged share capital upon completion of the A Share Issue. and
accordingly. the dilution effects to existing Shareholders will not be significant.

Further, the shares of similar expressway companies whose shares are listed on the Shenzhen
Stock Exchange of the PRC and the Shanghai Stock Exchange are generally trading at higher earnings
multiples than that of the H shares of the Company and similar PRC expressway companies whose
shares are listed on the Stock Exchange. The Directors anticipate that the issue price for the A Share
Issue will be at an earnings multiple of not less than 25 times and, accordingly. believe that the
potential proceeds to be raised from the A Share Issue will be more substantial than if a similar
fund-raising exercise was conducted in Hong Kong. The Directors therefore believe that the A Share
[ssue will be beneficial to the Shareholders as a whole.

Finally. the A Share Issue is in line with the CSRC’s policy of encouraging domestic companies
with shares listed in overseas stock exchanges to seek listing on domestic stock exchanges.




Use of Proceeds in the H Share Issue

In May 1997, the Company issued a total of 1,433,854.500 H Shares at an issue price of HK$2.38
per H Share in the H Share Issue. The proceeds amounted to HK$3.412.573.710. Together with interest
accrued which amounted to HK$24,795.043.77. and after deduction of expenses of
HK$89.604.848.34. the net proceeds of the H Share Issue amounted to HK$3.347.763,905.43 or
approximately RMB3.587.205,651.80. The proceeds from the H Share Issue were verified by Zhejiang
Tianjian Public Accountants in their capital verification report. Zhe Hui Yun {1997] No. 162. dated
28th October 1997.

Set out below is a comparison of intended and actual use of the proceeds from the H Share Issue
as at 30th November 2000 as set out in the report Zhe Tian Kuai Shen [2001] No. 2 prepared by
Zhejiang Pan-China Certified Public Accountants:

Planned
investment Amount
Project amount applied Status
RMB 000 RMB'000
Acquisition of a 2.44% interest in 29,400 29.400 Completed
Zhejiang Jiaxing Expressway in 1997
Company Limited
Completion of the Jiaxing Section of 534.000 534,450 Completed and
the Shanghai-Hangzhou Expressway opened to traffic
in 1998
The Hangzhou-Ningbo Expressway 146.100 5.340 Substantially
Contract No. 8 relating to upgrading completed
of operating systems
Repayment of outstanding debts 400,000 637.480 Completed
in 1998
Investment in the Huzhou Section of 900,000 —
the Hangzhou-Nanjing Expressway
Investment in Zhejiang Expressway — 38.000 : Completed
Petroleum Development Co., Ltd. in 1998
Acquisition of a 30.75% interest in — 914.700 Completed in
Zhejiang Jiaxing Expressway March 1999
Company Limited
Investment in the Shangsan Expressway — 1.224.000 Completed in
September 2000
Other 822.500 —
Total 2,832,500 3.383.370




As set out in the table above. the actual amounts applied to the various projects were higher than
the planned amounts. This was because the proceeds raised from the H Share Issue were higher than
initially envisaged. and the additional funds were used in the original planned investments and
projects. as well as various other investments and projects as appropriate. A resolution will be
proposed at the EGM to approve the report from the Board on the status of the use of proceeds
received from the H Share Issue. For further details. please refer to the notice of EGM set out on pages
29 to 33 of this circular.

Arrangement for the undistributed profits prior to the A Share Issue

The Directors propose that. upon completion of the A Share Issue, if and when any undistributed
profits are distributed to Shareholders in accordance with applicable laws and regulations. it shall be
distributed among the holders of Domestic Shares. H Shares and A Shares in accordance with the
proportion of their equity holding.

The Directors believe that such a proposal will be attractive to potential investors in relation to
the A Share Issue and will accordingly increase the marketability of the A Share [ssue. A resclution
will be proposed at the EGM to approve the mutual sharing of any undistributed profits of the
Company after completion of the A Share [ssue among the holders of Domestic Shares. H Shares and
A Shares. For further details. please refer to the notice of EGM set out on pages 29 to 33 of this
circular.

THE ACQUISITION
Transfer Agreement

Transfer Agreement dated 2nd February 2001 and the supplemental agreement dated the
same date

Parties:
(i) the Company: and
(i1) Huajian.

Pursuant to the Transfer Agreement. the Company conditionally agreed to purchase. and Huajian
conditionally agreed to sell. an approximate 18.4% interest held by Huajian in Shangsan Co.

The consideration to be paid by the Company for the Acquisition is to be determined by reference
to the audited net book value of Shangsan Co for the year ended 31st December 2000. prepared in
accordance with PRC GAAP. together with a sum of approximately RMB10.55 million representing
interest payments incurred by Huajian in respect of its capital contribution in Shangsan Co. The
audited net book value of Shangsan Co for the year ended 31st December 1999 was RMB2.195
million. and the unaudited net book value of Shangsan Co for the year ended 31st December 2000 was
approximately RMB2.584 million. The Directors estimate that the consideration payable by the
Company will accordingly amount to approximately RMB485 million. The audited net book value of
Shangsan Co for the year ended 31st December 2000 will be available when the financial results of
the Company for the year ended 31st December 2000 are announced. which is expected to be in March
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2001. The Transfer Agreement was negotiated on an arm'’s length basis and the Directors are of the
view that the terms of the Transfer Agreement. and. in particular. the consideration payable by the
Company. are fair and reasonable so far as the Shareholders as a whole. including the Independent
Shareholders. are concerned.

The consideration is to be satisfied in cash. and is intended to be funded by a portion of the
proceeds arising from the A Share Issue. In the event that the proceeds from the A Share Issue are
unavailable for funding the Acquisition. or the proceeds are insufficient. or if the A Share Issue does
not proceed. the Company intends to fund the Acquisition by internal resources and/or bank loans. The
consideration is to be paid within 6 months from the date of the completion of the A Share Issue and
the issuance of a report in relation to the A Share Issue by a firm of accountants to be appointed by
the Company. In the event that the A Share Issue does not proceed or is not completed. the parties will
agree to a different timing for payment of the consideration.

Completion of the Transfer Agreement is conditional upon the passing of a resolution by the
Independent Shareholders at the EGM to approve the entering into by the Company of the Transfer
Agreement. and the obtaining of approvals from the Ministry of Communication and the Ministry of
Finance.

Shangsan Expressway

The Shangsan Expressway is wholly-owned by Shangsan Co. Construction of the Shangsan
Expressway was completed on and the expressway has been fully open to traffic since 26th December
2000. Toll collection commenced on the same date and will continue for a period of 30 years. The
Shangsan Expressway is 142.3 kilometers in length and starts at the Guzhu Interchange on the
Shanghai-Hangzhou-Ningbo Expressway and ends at the Wuao Interchange on the Ningbo-Taizhou-
Wenzhou Expressway. It links major municipalities and cities such as Shangyu. Shengzhou.
Shinchang. Tiantai. Sanmen in the Zhejiang Province, and connects the Shanghai-Hangzhou-Ningbo
Expressway with the Ningbo-Taizhou-Wenzhou Expressway. Shangsan Expressway is a major
-expressway in the so-called “four hours expressway traffic circle™ and connects the provincial capital
of Hangzhou with other municipalities. It also forms an important part of the national coastal highway
network. The Shangsan Expressway is a four-lane closed end expressway. with full 3D viaducts and
full supervisory control. There are 11 inter-connecting entrances and 3 service areas along the
expressway.

Shangsan Co

Shangsan Co was established on 1st January 1998 under the laws of the PRC with limited
liability. and is principally engaged in the management and operation of. and collection of tolls from.
the Shangsan Expressway. Immediately prior to the completion of the Acquisition, the Company has
a 61% interest in Shangsan Co while Huajian has an approximate 18.4% interest. The remaining
interests of 7%. 6.6%. 3%. 2% and 2% are respectively held by Tiantai Transport Co. Zhejiang
Provincial Investment Co, Shangyu Transport Co, Shengzhou Co and Xinchang Transport Co.. all of
which, except for Zhejiang Provincial Investment Co., are independent third parties not connected
with the promoters. directors. supervisors. chief executives or substantial shareholders of the
Company or its subsidiaries or any of their respective associates.

The Company initially held a 51% interest in Shangsan Co at the time of its establishment in
1998. This interest was subsequently increased to 55% in June 1999 when the Company acquired a 4%
interest from Xinchang Transport Co. Details in relation to this acquisition were disclosed in the
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Company’s announcement dated 29th June 1999. The Company further increased its interest to 61%
in September 2000 when it acquired a 3% interest from each of Shangyu Transport Co and Shengzhou
Co. Details in relation to the acquisitions were disclosed in the Company’s announcement dated 25th
September 2000.

Set out below is Shangsan Co’s shareholding structure immediately upon completion of the

Acquisition:

Shareholder Percentage

(%)
The Company 79.4
Zhejiang Provincial Investment Co 6.6
Tiantai Transport Co 7.0
Shangyu Transport Co 3.0
Shengzhou Co 2.0
Xinchang Transport Co 2.0
Total 100.0

As disclosed in the company’s circular dated 14th November 1997, the total investment in
Shangsan Co at the time of its establishment was budgeted to be RMB4.290 million and the registered
capital was RMB 2.400 million. of which Huajian contributed RMB 441 million, representing an
approximate 18.4% interest. The balance of RMB1.890 million was to be financed by local bank loans
and other borrowings and Shangsan Co would be responsible for arranging such borrowings. The
Directors estimate that from Ist January 2001, a further investment of approximately RMB1.200
million. which may be financed by internal resources of Shangsan Co and/or bank loans. is expected
to be made for the development of various service areas and auxiliary systems such as toll collection
and monitoring systems.

The audited net profits of Shangsan Co before and after taxation and extraordinary items and the
audited net profits before and after taxation and extraordinary items attributable to the approximate
18.4% interest in Shangsan Co for the two years ended 31st December, 1999 are set out below:

Net profit of Net profit of

Shangsan Shangsan Net profit of Shangsan Net profit of Shangsan
Co before Co after Co before taxation and  Co after taxation and
taxation and taxation and extraordinary items extraordinary items
extraordinary extraordinary attributable to attributable to
items items an 18.4% interest an 18.4% interest
RMB RMB RMB RMB
For the year ended
31st December 1998 94,219.659 70.173.365 17.336.417 12.911.899
For the vear ended
31ist December 1999 92.172.259 79.667.063 16.959.696 14.658.740




Huajian

Huajian was originally a State-owned enterprise under the supervision of the Ministry of
Communication. According to two approval documents issued by the Ministry of Communication.
Zhong Ban Fa [1999] No.l and Cai Guan Zhi [1999] No. 63. the equity interest of Huajian was
assigned to China Merchants Holdings Group Ltd. ( BE/EEEARLE ) without consideration on 31st
March 1999,

On 28th December 2000. in accordance with the approval document Jiao Cai Fa [1997] No. 456
issued by the Ministry of Communication. the approval document Guo Zi Qi Fa [1998] No. 27 issued
by the State Administration of State-owned Assets. the approval document Jiao Cai Fa [1998] No. 129
issued by the Ministry of Communication. the approval document Cai Guan Zhi [1999] No. 156 issued
by the Ministry of Finance and the the approval document Jiao Cai Fa {1999] No. 366 issued by the
Ministry of Communication., Huajian and Zhejiang Provincial Investment Co entered into the
State-owned Share Transfer Agreement pursuant to which 476.760.000 Domestic Shares (representing
approximately 11% of the issued share capital of the Company) held by Zhejiang Provincial
Investment Co was transferred to Huajian at nil consideration. According to the Company's PRC legal
advisers . Huajian will become a shareholder of the Company after the amendment of the Articles of
Association to reflect the change in shareholding structure and completion of certain registration
procedures with relevant PRC authorities.

Reasons for the Acquisition

The Shangsan Expressway .connects the Shanghai-Hangzhou-Ningbo Expressway. which is
wholly-owned by the Group. with the Ningbo-Taizhou-Wenzhou Expressway. The Directors believe
that the traffic network constituted by the Shangsan Expressway. the Shanghai-Hangzhou-Ningbo
Expressway and the Ningbo-Taizhou-Wenzhou Expressway will lead to additional traffic volume to
the expressways currently owned and operated by the Company. and are optimistic as to the prospects
of the Shangsan Expressway. The Directors believe that the acquisition of a further interest in
Shangsan Co will consolidate the existing portfolio of the Group. and serve to further enhance its asset
base and improve its profitability in the future.

Connected Transaction

Shangsan Co is a non-wholly owned subsidiary of the Company and Huajian is a substantial
shareholder of Shangsan Co within the meaning of the Listing Rules. Accordingly. the Acquisition will
constitute a connected transaction for the Company under the Listing Rules, and is subject to approval
by the Independent Shareholders at the EGM to be convened by the Company.

Huajian entered into the State-owned Share Transfer Agreement with Zhejiang Provincial
[nvestment Co pursuant to which Zhejiang Provincial Investment Co transferred an 11% interest in the
issued share capital of the Company to Huajian. Huajian will become a substantial shareholder of the
Company within the meaning of the Listing Rules after the amendment of the Articles of Association
to reflect the change in shareholding structure and upon completion of certain registration formalities
with the relevant PRC authorities. Zhejiang Provincial Investment Co is not under any obligation or
requirement to vote at the direction of Huajian in respect of the 11% interest in the Company before
Huajian legally becomes a substantial shareholder of the Company. Zhejiang Provincial Investment Co
is accordingly entitled to vote at the EGM in respect of its 67% interest in the Company. Nevertheless,
Zhejiang Provincial Investment Co has indicated to the Company that. for good corporate governance,
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it will abstain from voting at the EGM on the resolution to approve the Transfer Agreement in respect
of the 11% interest in the Company. even though it is not under any obligation or requirement to so
abstain from voting. The associates (as defined in the Listing Rules) of Huajian will be required to
abstain from voting at the EGM on the resolution to approve the Transfer Agreement.

An Independent Board Committee consisting of Dr. Hu Hung Lick. Mr. Tung Chee Chen and Mr.
Zhang Junsheng has been formed to review the terms of the Transfer Agreement and to advise the
Independent Shareholders as to whether the terms of the Transfer Agreement are fair and reasonable.
DBS Asia Capital Limited has been appointed as the independent financial adviser to advise the
Independent Board Committee on the terms of the Transfer Agreement.

PROPOSED AMENDMENT TO THE ARTICLES OF ASSOCIATION

On 18th July 2000. pursuant to the approval document Wai Jin Mao Yi Han Zi [2000] No. 521.
MOFTEC approved the change of status of the Company to a foreign-investment joint stock limited
company. The relevant legal formalities were completed and SAIC issued a new business license to
the Company on 5th December 2000.

On 28th December 2000. the controlling shareholder of the Company within the meaning of the
Listing Rules. Zhejiang Provincial Investment Co entered into the State-owned Share Transfer
Agreement with Huajian pursuant to which 476.760.000 Domestic Shares of the Company
(representing approximately 11% of the issued share capital of the Company) was transferred to
Huajian at nil consideration.

The Directors accordingly propose to amend Article 2 and Article 19 of the Articles of
Association to reflect the change in the status of the Company and the change in shareholding
structure of the Company.

A special resolution will be proposed at the EGM to approve the proposed amendment to the
Articles of Association. For further details of the proposed amendment, please refer to the notice of
the EGM set out on pages 29 to 33 of this circular.

EGM

The EGM will be held at 10:00 a.m. on Thursday, 22nd March 2001 at 18th Floor. Zhejiang
World Trade Centre. 15 Shuguang Road. Hangzhou 310007. the PRC. A notice of EGM which. together
with a reply slip and a form of proxy. was despatched to each of the Shareholders on 5th February 2001
is again set out on pages 29 to 33 of this circular. Special resolutions will be proposed to approve.
among other things. the Transfer Agreement. the A Share Issue and the amendments to the Articles of
Association.

Zhejiang Provincial Investment Co has indicated to the Company that. for good corporate
governance. it will abstain from voting in respect of its 11% interest in the Company on the resolution
to approve the Transfer Agreement. even though it is not under any obligation or requirement to so
abstain from voting. The associates (as defined in the Listing Rules) of Huajian will be required to
abstain from voting on the special resolution to approve the Transfer Agreement.

— 14 —




RECOMMENDATION

Your attention is drawn to the letter from the Independent Board Committee set out on page 16
of this circular which contains the recommendation of the Independent Board Committee to the
Independent Shareholders. and the letter from DBS Asia Capital Limited. the independent financial
adviser. to the Independent Board Committee set out on pages 17 to 20 of this circular.

The Independent Board Committee. having taken into account the advice from DBS Asia Capital
Limited. considers that the terms of the Transfer Agreement are fair and reasonable so far as the
Independent Shareholders are concerned and recommends that Independent Shareholders vote in
favour of the special resolution to be proposed at the EGM to approve the Transfer Agreement.

The Board is of the view that the A Share Issue is in the interests of the Company and the
Shareholders as a whole. The Board-accordingly recommends the Shareholders to vote in favour of the
resolutions to be proposed at the EGM in relation to the A Share Issue.

FURTHER INFORMATION

Your attention is also drawn to the letter from Wilbur Smith and the General information section
set out in the Appendices and the notice of the EGM set out in this circular.

Yours faithfully.
By Order of the Board
Zhang Jingzhong
Director
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HIARARRLBRARRLE
ZHEJIANG EXPRESSWAY CO., LTD.

(a joint stock company incorporated in
the People's Republic of China with limired liabilitv)

26th Februarv, 2001

To the Independent Shareholders

Dear Sir or Madam.
CONNECTED TRANSACTION

We refer to the circular dated 26th February, 2001 (“Circular™) issued by the Company to its
Shareholders. of which this letter forms part. Terms defined in the Circular shall have the same
meanings when used in this letter. unless the context otherwise requires.

We have been appointed as the Independent Board Committee to advise the Independent
Shareholders in respect of the Transfer Agreement and the Acquisition. In addition. DBS Asia Capital
Limited has been appointed as the independent financial adviser to- advise the Independent Board
Committee in respect of the Transfer Agreement and the Acquisition.

Your attention is drawn to the letter from the Board in the Circular, which sets out information
relating to the Transfer Agreement and the Acquisition. Your attention is also drawn to the letter from
DBS Asia Capital Limited in the Circular which contains its advice to us in respect of the Transfer
Agreement and the Acquisition.

We have considered the principal factors taken into account by DBS Asia Capital Limited in
arriving at its opinion in respect of the transaction contemplated under the Transfer Agreement. We
concur with the views of DBS Asia Capital Limited that the terms of the Transfer Agreement and the
Acquisition are fair and reasonable so far as the Independent Shareholders are concerned. and
recommend that Independent Shareholders vote in favour of the special resolution to be proposed at
the EGM in respect of the Transfer Agreement and the Acquisition.

Yours faithfully,
Hu Hung Lick. Tung Chee Chen. Zhang Junsheng
Independent Board Committee
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t6th Floor. Man Yee Building

):‘ DBSASIA CAPITAL LIMITED 68 Des Voeux Road Central

Hong Kong

26th February. 2001
To the Independent Board Commirtee

Dear Sirs.

CONNECTED TRANSACTION
ACQUISITION
OF ADDITIONAL EQUITY INTEREST IN SHANGSAN CO

We refer to the circular {the "Circular™) dated 26th February. 2001 issued to the shareholders of
the Company, of which this letter forms part, and our appointment as the independent financial adviser
to the Independent Board Committee in respect of the Acquisition and the Transfer Agreement. details
of which are 